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Now more than 


Corporate Trust Shares 


N November 1, 1930 there were outstanding 
with investors 152,231 certificates representing 
more than 10 million Corporate Trust Shares. 

*Seven months before, on April 1, 1930, 


there were 2,152,000 Corporate Trust Shares outstanding. 


Sales by investment houses and banks of more than 
$ million Corporate Trust Shares in seven months evi- 
dence their wide appeal to investors. 


The strong companies included in the porttolio (listed at the 
right) together with the convenience and advantages of the 
trust form of holding and the exceptional return afforded by 
the Corporate Trust Share plan, have contributed to this wide- 
spread favor. In our opinion, however, two outstanding Cor- 
porate Trust Share features are largely responsible, decause of 
their inherent fairness to the investor: 


(1) Unclaimed coupon monies or unclaimed principal are 
not paid over to the sponsors by the Trustee at the end of six 
years. These always remain with the independent Trustee where 
holders of certificates or coupons may always claim such funds 

(2) The portfolio is 100% efficient because both the under- 
lying stocks and the cash in the Reserve Fund work tor the 
investor. The cash now deposited in the Reserve Fund to 
stabilize future distributions is earning interest for Corporate 
Trust Shareholders. Using the average interest rate applicable 
for the 10 years ended January 1, 1930, and based upon 
present cash in Reserve Fund only, this earning compounded 
semi-annually amounts to 


$5 032,699 


during the life of the trust. The creation of additional Corpor- 
ate Trust Shares will increase this amount; all of it, however, 
will represent earnings for the holders of Corporate Trust Shares. 


* Active selling in eastern territory was not begun until March 1930. 


Price at the market 


CORPORATE 
TRUST SHARES 


representing an ownership tn- 
1ese 28 come 

The Chase National Bank of 

the City of New York, Trustee 


RAILROADS 


Atchison, Top. & Santa Fe 
Illinois Central 

Louisville & Nashville 
New York Central 
Pennsylvania Railr 
Southern Pacific 

Union Pacitic 


OILS 


Standard Oil of Calif 
Standard Oil of Indiana 
Standard Oil (New Jersey) 
Standard Oil of New York 


‘Texas Corporation 


UTILITIES 
and QUASI-UTILITIES 
American Tel. & Tel. 
Consolidated Gas of N. Y. 
General Electric 
Westinghouse Electric 
Western Union Telegraph 


INDUSTRIALS 


American Tobacco 

Amer. Rad. & Stand. San 
du Pont 

Eastman Kodak 
Ingersoll Rand 
International Harvester 
National Biscuit 

Otis Elevator 

United Fruit 

United States Stee 


Woolworth 


MOODY'S COMPOSITE 
PORTFOLIO RATING “A‘ 


853 INVESTMENT HOUSES AND BANKS OFFER 


ASK YOUR 


AND RECOMMEND CORPORATE TRUST SHARES 


INVESTMENT HOUSE OR BANK 


about Corporate Trust Shares 


f 


ADMINISTRATIVE 
RESEARCH 
CORPORATION |, 


This 13 one of a group of investment trusts sponsored by 
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120 Watt Street New York 


| 

| 


JAMES E. CLARK 
Editor and Business Manager 


Advertising Manager: 
ALDEN B. BAXTER 
110 East 42nd Street, New York 


Phone: Ashland 8700 


AMERICAN BANKERS 


Association 


JOURNAL 


F. N. SHEPHERD, Publisher 


WILLIAM R. KUHNS 
Associate Editor 


CONTENTS FOR DECEMBER, 1930 


Vol. XXIII 


“In Conference” (The Journal Cover Illustration) 
This Month’s Journal and Your Own Bank 
Will a New Prophet Appear? 

The World-Wide Echo of Reich Politics 
The Cost of Small Loans 

“We Don’t Know Very Much” 

Banks and Farmers in Step . 
Over-Taxation of National Banks in Ohio 
Prices and the Gold Complex 

A Bank That Pays No Interest 

Editorial . 


Wide Market for Bank Stocks a “Possible Anas 


Can Central Banks Control Price Movements? 
How Blue-Sky Laws Work 

Group System Trust Work 

The Sales Tax Reappears . 

The Way England Aids Exports 

Insurance Trusts Open Up Vast Field 

Special Problems of a Small Trust Department . 
Effective Trust Advertising 

Organized Banking Activities 

Convention Calendar 

The Condition of Business 

New Books 

Advertisers’ Index 

What Do You Think? 


No. 


Hiram L. Jome 

Robert Crozier Long 
Howard Wright Haines 
James E. Clark 

F. D. Farrell 

Thomas B. Paton 
Joseph Stagg Lawrence 
Bryce Edwards 

D. B. Woodward 

M. H. de Kock 

Charles H. Bowen, Jr. 
H. F. Pelham 

William Pickett Helm 
Frederic Edward Lee 
Joseph W. White 

. John N. Free 

L. L. D. Stark 


559, 562, 


PUBLISHED MONTHLY AT 110 EAST 42nd STREET, NEW YORK 


Washington Office: 708 Colorado Building 


Subscription $3.00 per annum; Canada $3.36; Foreign $3.72; Single Copies 25 Cents 


Western Advertising Manager: 


CHARLES H. RAVELL 
332 S. Leal Street, Chicago 


Webster 2770 


Entered as_ second-class matter May 5 
New York 
Copyrighted by American Bankers Association 


With the exception of official Association announcements, the American 
Bankers Association disclaims responsibility for opinions expressed and 
statemenis made in articles published in this Journal 


, 1909, at the Post Office at 
, N. Y., under the act of March 3, 1879. 


Printed in New York, N. Y. 


CUPIT & BIRCH 


Pacific Coast Representatives: 


Kohl Building, San Francisco 
846 South Broadway, Los Angeles 


Foreign Advertising Representative: 


S. W. 1, England 


DORLAND ADVERTISING Led. 
Dorland House 14, Regent St., 


London, 


| 
5 
491 
494 
. 496 
498 
. 499 
. 501 
503 
505 
506 
508 
. 511 
. 515 
. P 519 
. . 523 
527 
531 
535 
539 
. . . . . 572 


AMERICAN BANKERS ASSOCIATION JOURNAL 


Internal Revenue Building, Washington, D. C. Treasury 

Department, Architects. James A. Wetmore, Acting Super- 

vising Architect. James Baird Company, Builders. Built 
largely of Variegated Indiana Limestone. 


(Right) Architectural model of group of buildings included 

in Government’s building program, which it is estimated 

will involve a hundred million dollars exclusive of land 
for sites, etc. 

© Henry Miller News Picture Service, Inc. 


Indiana Limestone Selected for First of 


New Government Buildings 


HE first building in Washington's hundred 

million dollar construction program is con 
structed almost entirely of Indiana Limestone. 
This newest addition to the city’s fine architec- 
ture emphasizes again the importance of materials 
in the architect’s design. It is proof anew that 
the fine-grained, light-colored stone from the hills 
of southern Indiana is considered by the archi- 
tectural profession as suitable for the most note- 
worthy buildings of modern times. 


Architects today are demanding that a mate- 
rial be artistically and economically appropriate. 
Indiana Limestone by its natural beauty, ease of 


fabrication and accessibility to the markets of 
the country, fills these requirements. Large scale 
production and modern fabricating methods 
make it moderate in cost. It is entirely practic- 
able for the small building as well as for the 
larger project. 

By means of “ILCO” Limestone, Indiana Lime- 
stone Company provides the high standard of 
service required for modern building. 


Let us submit an estimate on the construc- 
tion you are planning. An illustrated booklet 
will be mailed on request. Address Dept. 2246, 
Service Bureau, Bedford, Indiana. 


INDIANA LIMESTONE COMPANY 


General Offices: Bedford, Indiana 


Executive Offices: Tribune Tower, Chicago 


When writing to advertisers please mention the American Bankers Association Journal 
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“In Conference’ 


o—— [THE JOURNAL COVER ILLUSTRATION: FROM A PAINTING BY WALTER DE MARIS] ——e 


“sr N CONFERENCE.” What an 
obstacle that has been to many 
aman! How effectually it has 

checked his enthusiasm, and forced 
upon him a period of watchful wait- 
ing wherein he, mayhap, has won- 
dered what the conference was all 
about, or even if there was any con- 
ference at_all. 

But, for all that, 
the “conference,” 
such a conference as 
is depicted on the 
cover page of this 
month’s Journal, 
should not be dis- 
missed as a mere 
piece of frivolity 
grossly out of place 
in a business house, 
for the Christmas 
spirit is a big thing 
in banking. 

The warp and 
woof of Christmas business runs 
through many months. Domestic 
and import plans and transactions are 
carried on with the expectation — 
generally realized—that the Christ- 
mas spirit will sweep away and into 
the homes, the work of a million 
toilers who have been laboring 
through the months to fulfill the 
season’s demands. 

The appeal which simple toys 
makes to all is the force that pro- 
vides employment through the years 
not merely to a few but to a multi- 
tude—not merely to men and women 


in the United States but often to 
whole communities overseas. 

If we were to take out of the world 
the Christmas spirit—even in the 
humorous aspect that the artist por- 
trays it—what a changed holiday 
season we would experience and how 
this loss would be felt far and wide. 

So considering the 
force of love and 
good will that surges 
over the world at 
this season, and re- 
ducing it down to a 
sordid basis, it is a 
real economic force 
—there is money and 
business in the love 
of old men for the 
small toys they are 
to bestow, as well as 
in their more impor- 
tant holiday gifts. 
“Tn conference” is 
therefore no misnomer to describe 
those who take a moment in the busi- 
ness day to yield to the prompting of 
the spirit of Yuletide. 

They are in conference over some- 
thing real, something worth while, 
and they and the world are the better 
for it. 


HE Christmas conference in fac- 
tories, offices and homes gives new 
impetus to the wheels of industry, and 
for all we know to the contrary acts, 
for a moment at least, on old men like 
a drink from the fountain of youth. 
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Through scientific 
research and testing 
of USG acoustical 
products their effi- 
ciency in reducing 
noise is accurately 
recorded. USG 
sound control ex- 
perts are thus able 
to analyze noise con- 
ditions scientifically 
and pre-determine 
the success of any 
corrective measures. 


In broadcasting stations where 
perfect sound control is abso- 
lutely essential, Acoustone, 
the USG acoustical tile, is 
being used with great success. 


December, 1930 


Acoustone adds to the beauty of any bank. IIlus- 
trated above is one of the many decorative designs 
which may be obtained with the varied patterns and 
color combinations in which Acoustone is supplied. 


Noise abatement promotes a friendly 
atmosphere in banking quarters. 


A Message to Bankers 
from the 
United States Gypsum Company 


ROGRESSIVE bankers realize that a 
spirit of warmth and friendship be- 
tween a bank and its customers is essential 
to the continued success of their institution. 
Because noise in banking quarters often 
proves distracting and irritating to custom- 
ers, leading banks throughout the coun- 
try find noise abatement a good investment. 
Acoustone, the USG acoustical tile, is 
a scientific sound-absorbing material of 
high efficiency, which greatly ~ 
reduces noise when applied l SS 
to ceiling and wall areas. ‘& 


Bankers who have installed it 
find that Acoustone produces a 
remarkable improvement in the 
noise level of their banks and 
that it provides a greater degree 
of comfort for both your cus- 
tomers and employees. 
Acoustone is easily installed 
without structural alterations and 
without interruption to business. 
Possessing the rich texture of 
Travertine stone and supplied in 
many shapes, patternsand colors, 
it permits the choice of a great 
number of attractive designs. Acoustone 
will add to the beauty and dignity of any 
bank. Being made of a mineral material, 
it is fireproof, and may be easily cleaned. 


This booklet sent free. 
It shows how Acous- 
tone, the USG acous- 
tical tile, 
sound and provides 
beautiful and harmo- 
nious decoration. 


If you find that the noise 
caused by typewriters, com- 
puting machines, business 
transactions, etc., interferes 
with the quietness of your 
bank, we invite you to call in 
a USG sound control expert. 
He will make a study of the 
noise conditions in your insti- 
tution and advise you how 
they may be corrected. This 
service incurs no obligation. 
If you accept his recommenda- 
tions, we will supply the ma- 
terials, install them, and assume full re- 
sponsibility for results. Address the United 
States Gypsum Company, Dept. 6312, 300 
West Adams Street, Chicago, Illinois. 
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This Month’s Journal | 


and 


Your Own Bank 


HE search for a business panacea has led down some quaint eco- 
nomic byways. Quick cure theories, in amazing numbers and 
variety, seem able to acquire a following over night. Certain 
famous old: nineteenth century remedies for every business ailment are 
being hawked about once more. The suggestion even is not lacking in 
some quarters that 1930’s industrial, financial and currency problems 
are chiefly mental and ought to yield readily to metaphysical treat- 
ment. It is also a matter of general knowledge that astrologers, nu- 
merologists, crystal ball gazers and fortune tellers are these days spe- 
cializing largely in business advice and they are reaping a harvest. 


N this quest for the end of the rainbow, Hiram L. Jome, in the 

JOURNAL this month, detects political restlessness that is discon- 
certing. He believes that times like these tempt political conjurers 
to do their worst; and move large sections of the public to follow will- 
o’-the-wisp promises of synthetic prosperity. He brings into frank 
and clear relief the similarity between conditions today and those 
prevailing in the eighties and nineties when the celebrated Coin Har- 
vey was demonstrating before cheering audiences in the Chicago 
Town Hall how the gold standard was a handicap, how good dollars 
could be manufactured with fifty cents worth of silver, and how, there- 
fore, the country could have twice as many dollars and be twice as 
prosperous. Professor Jome points to the possibility of aggressive 
political movements developing around some of the present remedies 
for depression. He forecasts that such movements, for the most part, 
would have for their final result the expansion of the currency. 


R. HANS LUTHER, president of the seven-year-old Reichsbank, 
said in a recent speech that Germany would stand by her signa- 
ture of the Young plan, but that he hoped for a revision of the annu- 
ity requirements. Recent events in the German Republic, political 
and financial, have dragged a protesting world back face to face with 
reparations and the cumbersome problems of international payments 
growing out of the war. Robert Crozier Long, as an outstanding 
economist residing in Berlin, has succeeded in piercing the fog that 
envelops most discussion of the subject. His article, “The World- 
Wide Echo of Reich Politics,” shows precisely.why the economic well- 
being of the world cannot be considered apart from the financial after- 
math of the war. 

L. D. STARK, in his article called ‘Effective 
@ Trust Advertising,” discloses facts which can 
save trust companies many thousands of dollars 
yearly. He shows how advertising of fiduciary 
services can be given the proper range so that its 
force is not scattered and its vitality dissipated. 
By means of a skilfully prepared questionnaire he 
discovered certain fundamental errors in the way 
trust companies were going after business. His 
article deals very little with theories of selling 
and advertising and very much with figures show- 

ing the results obtained with present methods. 


RYCE EDWARDS, author of the article in the September JouR- 

NAL which inspired such nation-wide comment—“Golf and Farm 
Relief’”—writes this month about a small bank which sells safety and 
has paid no interest on deposits for several decades. He describes 
how this unusual bank built a reputation for soundness and efficient 
service which enabled the directors to discontinue the payment of 
interest. “Apparently,” he writes, “good banking service and confi- 
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Just Out—The Revised Edition of 


The Work of the 
Stock Exchange 


By J. Edward Meeker 


Economist to the New York Stock Exchange 


N absorbing and authoritative description 
of this great financial market for all 
who buy, sell, or hold securities, or whose 
work demands an understanding of the vital 
forces and processes involved. Recognized 
by bankers and financial leaders everywhere 
as “the finest exposition of the New York 
Stock Exchange ever published.” 


An up-to-the-minute knowledge of the 
Stock Exchange system is today a prerequi- 
site to sound banking. In one way or an- 
other, your institution makes constant use 
of Stock Exchange facilities for purchase 
or sale of securities. More and more, clients 
are calling on you for investment counsel. 


To understand clearly the close tie-up of 
Exchange transactions with business and 
financial conditions, and to get the latest in- 
formation regarding the momentous devel- 
opments of the past few years in Stock 
Exchange facilities and procedure, you need 
this new edition of Mr. Meeker’s book. 


Includes Vital Information 
Nowhere Else Available 


Nowhere else can you get so complete, so vivid 
an explanation of how the Exchange carries on its 
daily work; how it serves not only investors, but 
all classes of trade and industry: and how its 
transactions are woven into our financial system. 


Mr. Meeker has been Economist to the New York 
Stock Exchange during perhaps the most eventful 
years of its existence. His close contact with Ex- 
change authorities has enabled him not only to pre- 
sent a description, accurate to the last detail, of its 
administration and methods, but to indicate the 
direction continuing evolution may take. 


Explains Latest Developments 


Among those of special interest to bankers are the 
greatly increased facilities of the Exchange itself and the 
far-reaching problems created by the rise of the Exchange 
as a vast international market. The book contains a dis- 
eussion of the Security Collateral Loan Market and its 
banking significance which you cannot afford to miss. 


Richard Whitney, President of the New York Stock 
Exchange, says: ‘‘Mr. Meeker’s book is unique in 
the great amount of information concerning the func- 


tions and present-day methods of the Stock Exchange 
which it contains.’’ 


720 pages, 80 illustrations. $5.00 
Send for the Book Itself 


Just Fill in and Mail 


The Ronald Press Company, 
Dept. M412, 15 East 26th St., New York, N. Y. 


Please send me the Revised Edition of Meeker’s The Work 
of the Stock Exchange. Within five days I will either remit 
the price ($5.00) or return the book. 


(Please print) 
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A 


Clearing House 
of Service 


A bank, like other institutions and 
organizations engaged in public 
service, reflects the character of 
those whom it serves and of those 
who serve it. 


This Bank numbers among its 
clientele and correspondents the 
leading financial institutions here 
and abroad. Whether located in 
small town or large city each con- 
tributes something of its own 
strength and facilities to the 
mutual interest of all. 


The distinguishing features that 
have made this group of banks 
successful each in its own field 
insure a high quality of service 
available to all our depositors 
and correspondents. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 
Capital and Surplus . . $50,000,000 
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dence in a bank are more important to 
rural business men and farmers than a 
small interest.” 


OWARD WRIGHT HAINES tells 

the most important thing there is 
to know about small loans—the cost of 
making them. A type of banking busi- 
ness in which the margin of profit is 
necessarily small requires special care to 
prevent expenses from outrunning 
revenue. He shows that the average 
cost of making and collecting each $100 
loan totals $5.54. This sum is divided 
up among ten items, the largest of which 
is salaries, or. $1.59, and the smallest of 
which is rent, or seven cents. He says 
that the attitude of bankers throughout 
the country toward small loan depart- 
ments is rapidly changing from skepti- 
cism to enthusiasm. 


OHN N. FREE 

writes about the 

problems that a 

small trust depart- 

ment must face be- 

cause of its small- 

ness. In general, be- 

lieves Mr. Free, the 

work of administer- 

ing trusts, handling 

estates and analyz- 

ing investments is 

fundamentally the 

same for all companies, regardless of the 

volume of business transacted. He dis- 

covers, however, a lack of organization 

and definite purpose in many small 

fiduciary departments, which are a source 
of weakness. 


M H. DE KOCK, author of an excep- 
¢tionally timely article on the 
ability of central banks to control or 
influence commodity prices, is a South 
African economist who has made a first- 
hand study of: the operations of central 
banks throughout the world. He spent 
several months recently with the Federal 
Reserve Bank of New York, in view of ' 
the fact that the reserve bank of South 
Africa is modeled on the American sys- 
tem. He is the author of a number of 
books on economic subjects and has been . 
lecturer at the University of Cape Town 
and member of various governmental 
trade bodies. The present lack of agree- 
ment among experts as to the causes of 
price fluctuations makes his article un- 
usually valuable. 


HOMAS B. PATON, General Counsel 

of the American Bankers Association, 
furnishes readers of. the JOURNAL this 
month an analysis of the recent court 
decision in Ohio which said, in effect, 
that National Banks had suffered dis- 
crimination in the matter of taxation. 
In this case, as Judge Paton points out, 
the court found that moneyed capital of 
various institutions, including mortgage 
companies, finance companies and build- 
ing and loan associations, was “in direct 
competition in very substantial amounts” 
with much of the moneyed capital of na- 
tional banks. 
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OSEPH W. 

WHITE _ gives 
JOURNAL readers a 
panoramic view of 
the vast, unexplored 
fields open to trust 
companies, with par- 
ticular emphasis on 
the possibilities of 
life insurance trusts. 
He says that the co- 
operation of the life 
underwriter with 
fiduciary concerns has been an essential 
factor in the development of life insur- 
ance trusts and that in any future 
growth of this business such cooperation 
will be necessary. The contribution of 
the trust company to this work, he 
writes, has been to conserve the proceeds 
of insurance and give clients a complete 
estate service. 


OSEPH STAGG LAWRENCE consid- 
J ers the wide fear of a gold shortage as 
one of an assortment of ghosts, now 
harassing the world of business. He 
lists others, most of which he regards as 
so illusory as not to merit serious con- 
sideration. His article, called “Prices 
and the Gold Complex,” is designed to 
refute statistically the effort to link the 
present downward trend in commodity 
prices with the decline in world produc- 
tion of gold. 


REDERIC EDWARD LEE describes 

the various ways in which England 
has tried to help her exporters sell more 
goods overseas. The two schemes first 
attempted were not successful, but there 
is a plan now in operation which pro- 
vides that the government will share 
with the exporter the risk involved in the 
shipment of goods. The government and 
the exporter first agree on a schedule of 
names of importers in foreign countries 
and the amounts permitted to be out- 
standing on any of them at any one 
time. More recently the large banks of 
England cooperated with the government 
in perfecting a new form of contract 
which the banks were willing to accept 
as security for advances to exporters. 


667 NIQUITOUS, burdensome and dis- 

couraging to prosperity,” are a few 
of the terms used recently by represen- 
tatives of New York retail associations 
in their protest against efforts to intro- 
duce a tax on sales. William Pickett 
Helm, in “The Sales Tax Reappears,” 
has compiled and analyzed all the facts 
one need know about the sales tax, its 
history and its prospects. This is a 
question which is bound to arise in many 
states of the union during the next 
twelve months. 


work in a group banking sys- 
tem is the subiect examined by H? F. 


Pelham. In the September JOURNAL, it 


will be recalled, W. T. Cross described | 


the operation of fiduciary service in a 
branch banking organization. In many 
ways the special problems and advan- 
tages are similar for both; but there are 
certain vital differences which Mr. Pel 
ham discusses with unusual clarity. 
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o “holes” 


inan F&D “blanket” 


ERE is the most 

effective form of pro- 
tection possible for your 
bank to obtain—an F&D 
Bankers Blanket Bond. 
Not only does it automati- 
cally give you lump sum 
protection against practi- 
cally every risk now covered 
by insurance, but, in addi- 
tion, it covers many other 
hazards against which you 
cannot obtain specific pro- 
tection. There are no 
“holes? in an F&D 
“blanket”. 


For instance, when an em- 
bezzlement occurs it is not 
absolutely necessary for 
you to indentify the em- 
ployeeoremployees respon- 


sible in order to recover 
the loss. Under an F&D 
Bankers Blanket Bond 
every officer and employee, 
from the president down to 
the janitor, is covered. 
Also, in the case of a loss 
occasioned by collusion be- 
tween one or more of your 
employees with some per- 
son or persons not con- 
nected with your bank, 
you are covered. 


For complete details, ask 
your secretary to write us 
today for “A Primer of 
Bankers Blanket Bonds’’, 
which explains the subject 
in concise question and an- 
swer form. No obligation 
whatsoever. 


FIDELITY 


and 


DEPOSIT 


COM PANY 
of Maryland 


Home Office: Baltimore 


Representatives Everywhere 


Fidelity and Surety Bonds 
Burglary and Plate Glass Insurance 


Distinctive 
Service for 


Banks and 


Bankers 


since 1863 


The First National 
Bank of Chicago 


First Union Trust 
and Savings Bank 
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Will a New Prophet Appear? 


By HIRAM L. JOME 


Professor of Economics, Denison University 


Today’s Difficult Problems of Trade, Industry, Finance and 
Gold Resemble Those of Forty Years Ago. Conditions Called 
Ripe for Earnest Reformers Promising Prosperity to All by 
the Simple Expedient of Increasing the Volume of Money. 


TATESMEN are the product of 

their times. Great issues are 

often created by material con- 

ditions. Since human activity 
tends to move in cycles, important 
political questions of a social and eco- 
nomic nature occur and recur. The 
present period is in many respects simi- 
lar to that which created William Jen- 
nings Bryan. 

While there were irregular short time 
fluctuations, the chief economic char- 
acteristics of the period from 1865 to 
1895 were: 


Farm and Factory 


1 Falling commodity prices. 
(2) Falling prices of farm 
products. 

(3) Increasing efficiency of labor in 
agriculture and industry. 
Rising real wages, accompanied 
at times by periods of severe 


unemployment. 


A pronounced combination move- 
ment both in the industrial and 
railroad fields. 

A general upward movement in 
most types of economic activity. 
A rapid increase in the acreage 
of cultivated agricultural land 
manifested by the movement of 


population toward the west and 
the rapid elimination of free 
land. 
The development of organized 
labor. 


Money and Banking 


gold production, with a de- 
cided drop in the annual United 
States coinage of gold per 
capita. 
An increased demand for gold 
by countries adopting or resum- 
ing the gold standard. 
A rapid growth in the rate of 
silver production. 
A diminishing demand for silver 
by countries “demonetizing” or 
abandoning the metal as an im- 
portant part of their monetary 
system. 
A rising ratio of silver to gold. 
Gold was becoming relatively 


more valuable and silver less 
valuable. 


Rising bond prices or falling 
yields. 
A diminishing volume of na- 


tional bank notes, especially 
after 1882. 


(1 A slowing up of the rate of 


491 


(8) A rapid reduction from 1865 to 
1878 in the per capita quantity 
of money in circulation, fol- 
lowed by a slightly rising vol- 
ume due to the operation of the 
Bland-Allison and the Sherman 
Silver-Coinage Acts. 


Popular dissatisfaction was wide- 
spread. Real wages were rising, because 
money payments to labor gradually in- 
creased while the cost of living fell. 
But working men were dissatisfied. 
Business was often unsettled on account 
of the falling price level. Unemploy- 
ment was at times serious. A rising 
flood of products in the face of falling 
prices was both the cause and result of 
an increasing use of machinery. The 
wage earning class was jealous of its 
power and was eager for recognition. 
Farmers complained of the high interest 
rates and the low prices of their prod- 
ucts. The falling price level compelled 
them to part with more goods in settling 
their debts than they had received when 


the obligations were incurred. At the 
same time huge railroad and industrial 
corporations, selling their bonds in a 
rising market, were able to borrow at a 
lower rate of interest. Many business 
men also suffered reverses and were 
forced into bankruptcy or: were com- 


pelled to sell out at a loss to more potent 
competitors. A general decline in the 
cost of production, both on farm and in 
factory, was jeopardizing the position of 
the man near the margin. 
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Fortunate Bondholders 


ARMER and laborer and many a 

business man turned with rage upon 
the “bloated bondholder,” that arch fiend 
whose bonds and government securities 
were appreciating while most other 
values were decreasing; who was profit- 
ing by the falling price level and by the 
decision to pay the United States bonds 
in gold. Great blocks of American fixed 
income securities were held by Euro- 
peans, who.were naturally benefited by 
our adherence to the gold standard. 
Why, it was argued, should foreigners 
profit at the expense of the great ma- 
jority of the American people? 

By taxing state bank notes out of 
existence, Congress had given the na- 
tional banks a monopoly of bank note 
issues, while it had also restricted the 
volume of greenbacks. Beginning in the 
early eighties, national banks reduced 
their circulation from a high point of 
$352,000,000 in 1882 to only $167,000,000 
in 1892. The rising prices of the United 
States bonds, which the banks were re- 
quired to deposit as collateral for these 
notes, were of course to blame, but to 


many observers this curtailment repre- 
sented merely another attempt by the 
financial interests to decrease the amount 
of money and lower the price of com- 
modities and thus to benefit those who 
enjoyed fixed incomes. Why _ should 
banks have the note issuing privilege 
and the power thus to manipulate the 
price level of commodities? The emis- 
sion of notes, it was argued, should be 
the prerogative and the duty of the gen- 
eral government of the people. 

Suffering farmers, debtors, and busi- 

ness men, in looking about for the cause 
of their distress, minimized the fact 
that improvements in technique both in 
agriculture and in industry were reduc- 
ing the costs of production. The twine 
binder, the check rower, the threshing 
machine, the Babcock tester, the cream 
separator—were only a few of the new 
devices put to practical use in agricul- 
ture. The per capita production of 
wheat was steadily growing while the 
per capita consumption was even then 
tending to decrease. Bread was already 
beginning to lose its position as the staff 
of life. 

Though the railroads and _ business 
combinations were also the 
objects of attack, the dis- 

contented groups 

found the chief 

cause of their 

predicament in 
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the amount of money in circulation. 
Interest rates to the farmer were high 
because money was scarce, they argued. 
Prices of commodities were falling be- 
cause the value of money, in terms of 
which prices are fixed, was rising. Gold 
production was not keeping pace with 
the demands of industry. 

Moreover, some of the large countries, 
such as Germany, Russia, and France, 
were engaged in a scramble for gold 
which tended to give it an unusual scar- 
city value, adding to the purchasing 
power of the dollar and aggravating the 
falling price level. The United States 
Congress had by the act of 1873 deleted 
the silver dollar from the list of coins 
which could be freely struck at the mint. 
This had occurred at a time when the 
market price of silver was such that it 
was worth more as bullion than as dollar 
coins. But when the market value of 
silver began to fall in terms of gold to 
such an extent that silver would have 
been brought to the mint had the law 
permitted, a strong protest against the 
“demonetization” of silver was made. 
The act of 1873 was then denounced as 
a “crime.” Under pressure Congress 
passed the Bland- Allison Act of 1878 
and the Sherman Law of 1890, with the 
purpose of bolstering the market for 
silver and adding to the amount of 
silver or silver certificates in circula- 
tion. A growing demand was made in 
many quarters for an increased reliance 
upon the issue of greenbacks. 


Then Came Bryan 


ILLIAM JENNINGS’ BRYAN, 

when elected to Congress from 
Nebraska in 1890, considered the tariff 
the paramount issue of the day. But in 
his condemnation of the protectionist 
policy he was constantly confronted by 
the argument that prices and the costs 
of living under the tariff laws had fallen, 
not risen. A study of the monetary 
problem convinced him that the basic 
evil of the time was the shortage of gold 
and of money and 

the unstable stand- 
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ard of value. Restore the silver dollar to 
its old position, he argued, without 
awaiting the cooperation. of other na- 
tions. Open the mints to the free coin- 
age of silver, and the currency contrac- 
tion and many of the consequent eco- 
nomic ills of the day would be speedily 
relieved. Such a double standard would 
also stabilize the value of the dollar in 
much the same way as a river fed by 
two tributaries maintains a more even 
level than one with no tributary. 

With this position the silver producers 
naturally sympathized. New silver 
mines had been discovered in Nevada. 
Germany, the Scandinavian countries, 
and Holland had substituted gold for 
silver. The Latin Union, comprising 
France, Belgium, Switzerland, Italy, 
and Greece, had limited the coinage of 
silver. India was demanding decreasing 
quantities, finally closing its mints to 
this metal. As already mentioned, the 
United States had restricted the free 
coinage privilege to gold. The price of 
silver had steadily declined. The re- 
sumption of free silver by the United 
States would augment the market for 
this metal and would do much to place 
the metal on a profitable basis. More- 
over, if this country restored silver to 
its former position, other nations might 
follow our example. 


Sixteen to One 


UNNING as the presidential candi- 

date in 1896 on the Democratic, 
the National Silver, and the Peoples 
parties, Mr. Bryan placed great empha- 
sis on the “money question.” The plat- 
form of the Democratic party that year 
included a plank demanding “the free 
and unlimited coinage of both silver and 
gold at the present legal ratio of six- 
teen to one without waiting for the aid 
or consent of any other nation. We 
demand that the standard silver dollar 
shall be a full legal tender, equally with 
gold, for all debts, public and private, 
and we favor such iegislation as _ will 
prevent for the future the demonetiza- 
tion of any kind of legal tender money 
by private contract.” 


Who Promised a New Prosperity 
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Extracts from one of Mr. Bryan’s 
campaign speeches illustrate the tenor 
of his campaign: 

“According to statistics, we have about 
$4,000,000,000 of silver money in the world and 
about $4,000,000,000 of gold money. Suppose 
we destroy the silver pile and make the gold 
pile do the work of both, what is the result? The 
demand for money would remain the same 
and the supply of money would be reduced 
one-half. The result must be a rise in the 
value of each dollar. When wheat rises in 
value a bushel of wheat buys more money; 
when money rises in value a dollar in money 
buys more wheat. What is the second re- 
sult? The people who own the money, or 
who own contracts payable in dollars, profit 

y the rise.” 

“The gold standard means dearer money, 
dearer money means cheaper. property; 
cheaper property means harder times; harder 
times means more people out of work; more 
people out of work means more people desti- 
tute; more people destitute means more people 


desperate ; more people desperate means more 
crime.” 

“I repeat that we are on a declining plane; 
that we are going down, and that under the 
gold standard gold will be made dearer still, 
for every nation that goes to the gold stand- 
ard will increase the demand for gold, and 
every new demand for gold will raise the 
purchasing power of an ounce of gold and 
depress prices.” 


Francis Walker in his book on “In- 
ternational Bimetallism,” published in 
1896, states that the Free Silver party 
was composed especially of three groups. 
First, there were the silver producers 
interested in building up the market for 
their product. Next, many people advo- 
cated free silver as a means of obtain- 
ing an abundance of money. Finally, 
there were those who believed neither in 
deflation nor inflation, but who regarded 
bimetallism as the best way of stabiliz- 
ing the purchasing power of the dollar. 
Bryan’s campaign appealed to all these 
groups. He was, perhaps, more against 
deflation than hé was in favor of infla- 
tion. 

William Jennings Bryan suffered de- 
feat. It is probable, however, that even 
if elected he would have been unable to 
to carry out his program. In 
1887 came the invention of the 
cyanide process, which revolu- 
stionized gold produc- 
tion by making it pos- 
sible to use 
ore previously 
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unprofitable. The mines in South Af- 
rica .were developed, and the Klondike 
was discovered. Gold became abundant; 
prices began to rise. The market value 
of wheat and corn turned and went on 
the upgrade. All talk of a shortage of 
gold ceased. Silver lost its appeal. Sci- 
ence and discovery had succeeded where 
Bryan failed. The free silver-plank of 
Bryan became a dead issue. Bryan be- 
came the champion of the income tax 
amendment and government ownership 
of railroads. 

Recent years, however, have witnessed 
a change. Now, as in the period just 
discussed, economists are reviving the 
specter of a gold shortage. Financiers 
and statesmen are alarmed at the hoard- 
ing of gold by central banks. The gen- 
eral level of prices is falling; the shrink- 
ing value of a bushel of wheat or of a 
bale of cotton has become the concern 
of governments. The output of silver, 
usually a by-product of other metals, 
has grown steadily, while India, soon to 
go on a. gold standard, is disposing of 
its surplus silver. The demand for sil- 
ver has not kept pace with the supply. 
Even China is considering the adoption 
of the gold standard, an act which will 
not only decrease the demand and in- 
crease the supply of silver, but will also 
further appreciate the value of gold. 
The price of silver has shrunk to the 
lowest point in history. The ratio to 
gold today is about 56 to 1. 


Inventions and Mergers 
GREAT tide of labor-saving ma- 


chinery has again increased the 
efficiency of labor both in agriculture 
and in industry. While real wages have 
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The World-Wide Echo of 
Reich Politics 


By ROBERT CROZIER LONG 


Talk of Moratorium Under Young Plan Intimately Concerns the 
United States. Major Portion of Germany’s Non-Reparational 


Liabilities Consists of Loans Floated in America. 


Commission 


Finds Germany Able to Maintain Adequate Export Surplus. 


HE new German Reichstag has 
reassembled for the winter legis- 
lative program. It promises to be- 
come known to history as the 

Reparations Reichstag. Of a total of 575 

members 315 belong to the parties which 

in March, 1930, then a minority, rejected 

the Young plan. The 

socialist labor unions 

which did not reject the 

plan have demanded ne- 

gotiations for its re- 

vision. German states- 

men doubt the practica- 

bility of this demand, 

but dare not flatly op- 

pose it. The chancellor, 

the foreign minister, the 

Prussian finance min- 

ister, and many other 

persons in high author- 

ity have discussed re- 

vision as a _ proximate 

possibility. 


Causes of Malady 


ERMANY is suffer- 
ing from industrial 
stagnation, high  un- 
employment, disorgan- 
ized public finances, de- 
pressed bourses, and a 
withdrawal of foreign credits which, ag- 
gravated by voluntary “capital flight,” 
cost the Reichsbank 900,000,000 marks of 
gold and foreign exchange in.four weeks 
of September and October. These are 
temporary difficulties, and they are not 
the cause of the revision agitation. Trade 
was equally bad in 1926, and in early 
1929 the Reichsbank lost 1,500,000,000 
marks of gold and exchange; but the 
Dawes plan was not challenged in 1926 
and the Young plan went through in 
1929. The revision agitation is due to 
the catastrophic depression of world- 
trade, which has given color to an old 
German objection that reparations must 
prove harmful to the creditor countries 
and to the United States as the ultimate 
recipient. 
In every German official utterance on 


reparations since the Reichstag election 
the world trade depression has been 
treated as a potential lever for enforc- 
ing revision. Germany’s own economic 
troubles, it is admitted, are mainly due 
to her own mistakes. But once she has 
repaired her mistake she can safely, it 


Iron and Steel Furnace at Mulheim in the Ruhr Valley 


is implied, reopen the reparations ques- 
tion, given one necessary condition. This 
condition is that the world generally 
should admit that reparations are a 
cause of its troubles. 

“When we have restored order in the 
Reich, in the states, and in private busi- 
ness,” said the chancellor, Dr. Bruening, 
on November 4, “then, if in the mean- 
time the outside world has begun to real- 
ize the political and economic dangers 
which Versailles involves for all other 


-nations, we shall immediately and with a 


prospect of success take the initiative for 
a solution of the reparations question.” 
The Bruening cabinet is refusing to 
let itself be rushed. It opposed in the 
Reichstag foreign affairs committee half 
a dozen motions demanding immediate 
repudiation or revision of reparations, 
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and the motions were voted down. This 
cabinet attitude recognizes the fact that 
neither of the two conditions necessary 
to a revision initiative has been attained 
—Germany has not yet put her house in 
order and there is so far no general 
agreement that reparations are responsi- 
ble for the world depres- 
sion. At present there- 
fore Germany has no 
grounds for taking the 
initiative. She could at 
most apply for tempo- 
rary relief under condi- 
tions of the Young 
plan. 


Obstacles 


HE Young plan, the 

Bruening cabinet 
recognizes, does not ad- 
mit of revision at all. 
It contemplates only a 
moratorium in narrowly 
defined contingencies. It 
assumes, as the Dawes 
plan assumed, that the 
internal reichsmark an- 
nuities will always be 
raisable. The moratori- 
um becomes possible only 
if the annuities cannot 
be fully transferred in foreign cur- 
rencies; and even then the “unpro- 
tected” part of the annuity, amount- 
ing to 660,000,000 marks, must be 
transferred. Only if the annuity cannot 
be fully transferred can it be reduced; 
then not until the transfer moratorium 
has been in force for a year, and even 
then only to the extent of 50 per cent of 
the sum to which the moratorium ap- 
plies). As Germany must later make 
good any deficit on transfers and on 
reichsmark payments, and as in the 
meantime she must pay interest on the 
postponed payments, the Young plan 
promises her no real relief. True, under 
Part VIII, clause “E,” of the plan she 
is entitled to protest to the creditor 
powers or to the Bank for International 
Settlements that reparations endanger 
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her economic life. But again she can do 
this only if “transfer” is the cause of 
the alleged danger. 

There are good reasons, which Dr. 
Bruening’s cabinet has accepted and 
which will later be given, why it is prac- 


tically impossible that Germany should” 


ever get relief by way of a transfer 
breakdown. If, therefore, the repara- 
tions question is to be 
reopened, that can only 
be in the form of re- 
vision on general eco- 
nomic grounds. One of 
these grounds, the 
foreign conviction that 
reparations are a threat 
to the world generally, 
is remote and _ incalcu- 
lable. The other ground, 
that the burden on Ger- 
many herself is unbear- 
able, can be put forward 
only after Germany has 
done everything to make 
the burden _ bearable. 
When Dr. Bruening ad- 
mitted that, he referred 
to the disorder in the 
public finances. Finance 
is the one problem of 
importance that will 
come before the Reichs- 
tag in December; and 
until this problem is 
solved any formal ap- 
plication for reparations 
revision is out of the 
question. 


Recent Origin 


HE German finan- 

cial disorder is of 
recent date. In the first 
years after the mark 
stabilization of 1923 the 
Reich had considerable 
budget surpluses. The 
causes of the later chronic deficits are 
three: first, over-expenditure; second, 
over-confidence, and third, bad trade. 
The first deficits were confined to the ex- 
traordinary budgets. The extraordinary 
budgets contained enormous expenditure 
for public works designed to improve 
employment and to increase production, 
and for subventions with the same aim 
to suffering business interests. 

This extraordinary expenditure was 
reasonably enough treated as a capital 
investment, and was therefore to be cov- 
ered not out of revenue but out of the 
yield of long-term loans. Here, however, 
over-confidence crept in. The finance 
ministry optimistically believed that be- 
cause the home capital market was ex- 
traordinarily fluid in early 1927 it would 
continue to be so; and it counted on easy 
flotation of loans. But the capital mar- 
ket fluidity suddenly ceased. A 5 per 
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cent loan of 500,000,000 marks issued in 
1927 proved a failure. This loan depre- 
ciated so rapidly on the Bourse that the 
government was obliged to increase the 
interest rate to 6 per cent; and even af- 
ter that it needed constant intervention 
purchases to keep the loan up to the low 
Bourse price of 87. When a second long 
term loan, a mere 300,000,000 marks, 


Neuschwanstein Castle in the foothills of the Bavarian Alps 


was issued in 1929, this time at 7 per 
cent, only 180,000,000 marks were sub- 


‘scribed. Foreign loans of anything like 


the dimensions needed were out of the 
question. Only on unfavorable con- 
ditions did the government manage to 
get a $125,000,000 fifty-year loan from 
the Swedish Match Trust. 

The extraordinary deficits and the in- 
ability to borrow were the first blow to 
budget stability. The deficits had to be 
carried forward from year to year; and 
the result was a chronic treasury cash 
deficit. On top of this came a fall-off in 
taxation yield due to bad trade, and or- 
dinary budget deficits followed. By the 
beginning of the present financial year 
the treasury cash deficit had swollen to 
1,284,000,000 marks. The cash deficit 
was temporarily met by short term bor- 
rowing all round—from the Railroads 
Corporation, the Posts, the social insur- 
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ance funds, the Reichsbank, and later 
the commercial banks backed by Ameri- 
can capitalists with $50,000,000. When 
any such short term credit had to be re- 
paid, difficulty was met in obtaining a 
substitute credit. 

Meantime trade was getting worse. 
The bad trade not only caused a fall-off 
in revenue but also a vast increase in 
expenditure. The unem- 
ployment insurance law 
of 1927 prescribed that 
the insurance benefits 
should be fully financed 
out of employers’ and 
employees’ premium pay- 
ments, which were to- 
gether not to exceed 3 
per cent of the wages 
bill. The Reich should 
bear no insurance bur- 
den but should merely 
lend money to the insur- 
ance board in_ times 
when the unemployment 
benefit expenditure rose 
abnormally, which loans 
the board should repay 
when unemployment im- 
proved. But unemploy- 
ment far exceeded the 
average figure estimated 
when the law was 
framed. In the year of 
the law it fell to 250,000 
persons; in 1930 it has 
never fallen below 1,830,- 
000, and in the late win- 
ter of 1929-30 it totalled 
2,656,000. As was pro- 
vided, the insurance 
board borrowed from the 
Reich, but—what was 
not foreseen—there was 
no prospect that it would 
ever repay the loans. The 
Reich’s claim for loans 
that total 624,000,000 
marks at the beginning 
of the present financial year had to be 
abandoned, and the loss had to be booked 
to Federal expenditure. 


Deficit 


O cover the cash deficit and to bal- 

ance both ordinary and extraordi- 
nary budgets was the policy proclaimed 
by three successive finance ministers, Dr. 
Hilferding, Dr. Moldenhauer, and Dr. 
Dietrich. They were helped by the an- 
nuity reductions of the Young plan, 
which this year amount to 614,000,000 
marks. Obstruction in the Reichstag 
foiled this policy. In early 1929 the 
Reichstag rejected the new taxes pro- 
posed by Dr. Hilferding. It “balanced” 
the budget by arbitrarily increasing Dr. 
Hilferding’s estimate for future tax 
yields, this although trade was declining 

(Continued on page 551) 
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The Cost of Small Loans 


By HOWARD WRIGHT HAINES 


Vice-President, First State Bank, Kansas City, Kansas 


Approximately 170 Commercial Banks Now Operating Success- 
ful Departments for Borrowers of Sums Ranging from $50 to 
$1,000. Experience Shows $8 per $100 Needed to Insure a 
Safe Margin. Minimum Expenses per $100 Estimated at $5.54. 


RITING about the cost of 

personal loans reminds me of 

a talk I had one morning 

with a German officer. This 
man had come to Paris after the armis- 
tice and established himself in a cha- 
teau near our quarters. The next day I 
came upon him seated in the parkway. 
When we had exchanged salutations he 
asked me if I would mind telling him 
what holiday the Americans were cele- 
brating. 

Puzzled, I replied that as far as I 
knew it was no holiday. “What makes 
you think it is?” I asked him. 

“Why, sir,” he replied, “there’s been a 
big celebration all this morning. It must 
be some special occasion.” 

“Strange,” I remarked, “I’ve heard 
nothing about it, and there’s certainly 
nothing in the morning paper about a 
holiday. Are you sure?” 


Cost Immaterial 


66 ERY sure, sir,” he replied, “be- 
cause I have seen more than a 
score of your soldiers renting cabs here 
on the avenue, and not one of them has 
stopped to ask what it would cost!” 

To prove that some bankers are like 
post-armistice doughboys, it is only nec- 
essary to state that several banks have 
recently raised their rate of interest on 
small loans, having opened their depart- 
ments without first carefully analyzing 
the direct and indirect costs of opera- 
tion. A small minority are still trying 
to operate at too close a margin of 
profit, 

We may as well state at the outset 
that our experienced operators of char- 
acter loan departments have now deter- 
mined conclusively that no money can 
be made at less than 6 per cent interest, 
plus a 2 per cent investigation fee. In 
other words, a charge of $8 per hun- 
dred should be made, regardless of how 
little expense or trouble is anticipated. 

Costs in the organized loan depart- 
ment, where loans are made from $50 to 
$1,000, or more, and are repaid in ten 
or fifteen monthly payments, may be di- 
vided into five groups. First, salaries, 
stationery and printing; second, adver- 
tising and rent; third, investigation and 


Profitable 


small loan depart- 
ment has demonstrated 
its value as an important 
new source of profit to com- 
mercial banks. This arti- 
cle by Mr. Haines is a ten- 
minute text book on the es- 
tablishment and operation 
of such a department. Costs 
must be carefully and con- 
stantly watched, he  be- 
lieves, or the undertaking 
will not be successful: He 
cites salaries, stationery, 
advertising, rent, investiga- © 
tions, collections, losses, 
taxes and interest rebates 
and their relative impor- 
tance. 


collection; fourth, reserve for losses and 
taxes; and, fifth, interest rebates to 
borrowers and miscellaneous. 


Type of Personnel 


BVIOUSLY the amount set aside 

for personnel and equipment comes 

first in this discussion. Every successful 
small loan division must have at the 
helm a technically trained man, who pos- 
sesses tact and experience in judging 
borrowers. At the opening of a depart- 
ment this manager will require one as- 
sistant. When volume reaches the $100,- 
000 mark, he will need another assistant. 
As to supplies, regardless of one’s own 
ideas, it will ultimately develop that at 
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least ten items specially printed will be 
needed: 


Notes 

Application Blanks 

Receipt or Pass-Books 

Loan Ledger ; 

Liability Ledger :. ; 
Permanent Cards. for ‘Loan File 

Notices for Co-sigrers 

Three or Four Collection Notices 
Folders Explaining ‘the Plan 

Five times as many folders will be re- 
quired as other items, due to the fact 
that these are distributed in quantities 
and prove fruitful in obtaining appli- 
cants. Two: times as many first notices 
will be required as _ second, third and 
fourth. 

This brings the. liieinainn to adver- 
tising, which is highly essential in 
building volume. Its cost, however, must 
be carefully regulated. Publicity di- 
vides itself into three methods: direct 
distribution or mailing of the folders; 
newspaper displays, and classified adver- 
tisements. 


Getting Acquainted 
N most localities the public is not ‘yet 
. familiar with the fact that banks are 
now entering the field of small loans. 
Hence, at the outset, attractive mats for 
display space announcing the date - of 
opening and the principal features of 


the plan are considered effective. Dis- 
play may soon be discontinued and re- 
placed by a continual classified space, as 
most individuals in need of money turn 
directly to the financial column to search 
the want ads of money-doctors. The 
borrowing public is naturally drawn to 
the bank because of the dignity of the in- 
stitution. 

However, the use of attractive two- 
color folders, as mentioned above, is by 
far the most effective medium. These 
explain in detail that loans are made 
for any worthy purpose, giving the rates 
or a sample loan, so that the prospective 
borrower may fully acquaint himself 
with the terms and payments, as well as 
the requirements. The small loan de- 
partment saves itself much explaining 
by having these handy. At this point, 
we must note that banks have carefully 
refrained from house-to-house distribu- 
tion of such folders and have thereby 
kept the department on a high plane 
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among loan agencies. On the other hand, 
they may be mailed or distributed in fac- 
tories and mercantile establishments with 
almost immediate results. 


Helps Employers 


HE officials of most large companies 

welcome the bank’s small loan de- 
partment as a godsend for their em- 
ployees. It is the fate of most managers 
to be forced to work out the financial 
salvation of many of the workers, who 
become entangled with their creditors 
for various reasons. Certainly every 
superintendent employing large numbers 
of people gives a sigh of relief when 
the bank informs him they can now 
offer his men the best financial advice 
and consolidation of debts. He not only 
is relieved of considerable worry, but he 
gladly assists in getting news of the 
bank’s new service to the employees. We 
have in mind a large factory which 
handed a folder to each man and woman 
with pay-checks. So pamphlets are 
neéded in 5000 lots or more. 

The cost of investigating borrowers 
and co-signers must never be slighted. It 
requires time and more money than at 
first may be apparent. Mr. Robert B. Um- 
berger, vice-president, Personal Loan & 
Savings Bank, Chicago, speaking before 
the Cleveland Convention, said: “This 
piece of three-name paper must be 
checked through a liability file to ascer- 
tain previous experience, if any, and 
unpaid balances in which one or all of 
the parties may be directly or contin- 
gently liable.” He said further: “10,000 
loan applications require not 10,000 rec- 
ord cards and searches; they require in 
old or new transactions 30,000 queries 
_and entries.” In 

other words, on 
each application 
it is necessary 
to make three 
in vestigations, 
in order to de- 
termine whether 
they have told 
the truth in 
making out 
their statements. In 
the large city much of 
this detail investigation 
is being done success- 
fully through the local 
credit bureaus, who 
have a close record of most in- 
stallment buyers and borrowers. 
This necessitates a membership in the 
credit association and the payment on 
an average of sixty cents for each com- 
plete credit report furnished. Still, this 
is as cheap as one can do it, unless 
he knows the party by past conduct, in 
which case he will perhaps not need the 
bureau’s report. 

The borrower’s past record and his 
reliability must be thoroughly estab- 
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lished, as well as the co-maker’s. Consid- 
ering the fact that from 80 to 85 per cent 
of all applications are approved, it is 
clear that the loss sustained on those de- 
clined is not great. A common argument 
of commercial and private loan com- 
panies against the bank entering the field 
of small loans is 

the statement that 

the expense sus- 

tained on investi- 

gations of loans 

not takes 

the profits. This 

is not correct as 

regards a high 

class loan organi- 

zation such as the 

bank puts into op- 

eration. It might 

be true if the bank 

attempted to cre- 

ate borrowers and keep them in debt for 
long periods of time by charging sordid 
rates. However, the bank does not en- 
courage the chronic borrower. It at- 
tempts to advance money only to those 
worthy people who are temporarily in 
trouble due to emergencies and events 
beyond their contro!. It attempts to 
work them out of debt instead of deeper. 
As a result, the bank as contrasted with 
most loan agencies, gradually develops a 
central file of high-class borrowers, 
many of whom are well known without 
investigation. We may therefore esti- 
mate that the average cost of approving 
loans is not $2.50 each, but approxi- 
mately half that figure. When one hun- 
dred loans are considered the loss on 
those declined, because of investigation 
costs, is from $12.50 to $15. 

Banks vary slightly in their meth- 
ods of making collections. More 
than half of our small loan man- 
agers prefer a tickler system by 

means of which notices are 

sent to borrowers in advance 

of each payment. Their argu- 

ment, is that this pro- 

duces a_ higher _per- 

centage of 

prompt pay- 

ments. This 

contention, 

however, is not 

supported by 

results. The 

second half of 

loan managers 

do not send no- 

tices to borrow- 

ers unless they 

miss their pay- 

ments, This method saves considerable 
money in the course of a year in stamps 
and stationery, and among banks using 
this plan of collecting the percentage of 
is the same as among 
those sending advance notices. Hence, 
the plan of notifying only delinquents is 
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recommended to all departments. 
Averages carefully compiled by de- 
partment managers indicate that from 
seven to ten borrowers out of a hundred 
will miss their payments without mak- 
ing arrangements in advance. Due to 
the changing status of human life we 
must give these 
loans close atten- 
tion. There is the 
borrower who is 
honest, but due to 
unforeseen emer- 
gency cannot make 
his payments. 
It is often neces- 
sary to refinance or 
reduce his pay- 
ments. There is the 
easy-going chap, 
who buys a new 
car and finds he 
cannot make his payment when due. He 
needs constant reminding and prodding. 
It is almost necessary for us to manage 
his affairs. Then, finally, we have the 
most bothersome of all, the tricky fox 
who phones us he is mailing $20, which 
never arrives. When we notify him he 
says he cannot understand why mail car- 
riers are such careless individuals. Next 
pay-day he will spring some new story. 
Happily we have only a few of this type 
of customer. In fact, when we look over 
the notes as a whole, we find approxi- 
mately 90 per cent of borrowers meet 
their payments in a businesslike manner 
and cause no anxiety. 


Some Additional Costs 


HEN notes are placed in the col- 

lection file there is some cost at- 
tached to calls and letters from and to 
co-makers, who must be informed of the 
status of the principal in order that they 
may protect their liability. This detail 
work must be included in arriving at to- 
tal costs. 

Departments which show the lowest 
percentage of delinquencies explain that 
they have reduced their poor paying ac- 
counts by impressing the borrower with 
the necessity for promptness at the time 
the loan is made. 

“When we approve a loan,” says an 
eastern manager, “we always make it a 
rule to say to the borrower that we are 
not going to send him notices. We tell him 
that we know he will make his payments 
promptly without them. Most borrowers 
take pride in living up to their bankers’ 
expectations.” 

Undoubtedly the psychological effect 
of such an attitude is strongly construc- 
tive, as well as flattering to the bor- 
rower. “We are really surprised at the 
small percentage of dilatory accounts,” 
many banks report. That is one of the 
pleasing facts about small loans when 
correctly made. 

(Continued on page 558) 
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“We Don’t Know Very Much” 


don’t know very much,” 
\\7 said a hill country farmer 
av at the roadside—“and we 
2s. don’t have very much but 


we are happy—yes sir we are happy. 


“The hunt for money does not bother . 


us as much as it does people in the big 
cities, sO in our Own ways we have time 
to do a bit of kindness now and then. 

“Tf a neigh- 
bor gets sick 
and can’t get 
in his crop, 
why we just 
naturally all 
turn out and 
put it in for 
him. It don’t 
amount to 
much —just a 
day or two of 
work when a 
neighborhood 
gets together but it 
means a lot to a sick 
man. I know ’cause I’ve 
been there. 

“Tf a man loses a cow and 
hasn’t a second one to take its place 
and no money to buy another, why we 
chip in a dollar apiece all around and 
buy him another. Then he’s set up 
again, you see, and able to keep going 
and be independent. 

“T have been to Cleveland, Detroit 
and other big Cities working but I 
didn’t stay, for everyone in the big 
places seems to be thinking only of 
money and achasing it hard. 

“Didn’t seem natural to me and I 
wasn’t happy and didn’t want to get 
that way myself—even supposing I 
knew enough to hold a hand in that 
kind of a game—so back I come here 
where, as I say, we’re ignorant but 


we've got time enough to be kind now 
and then and don’t know so much but 
what we can be happy. 

“Yes sir,” he concluded, “you take 
the first turn to your right and then 
the first left and you'll come out on the 
main road.” 

Not a bad bit of philosophy for these 
times or for any times for that matter. 
Not the philosophy that makes the 
world move, nor yet produces crimi- 
nals, nor devastating booms nor 
commercial wreckage. 

Along any rural highway 
grows many a beautiful 
ye’ flower to charm whomever 
‘may behold it but up in the 
hills and down in the 
valleys far 

from the cities 

there is no 

more beautiful 

flower than 

that of human 


~ kindness that is found in the 


hearts of apparently simple folks 

who have found their happiness 

at home and—despite all their 
ignorance—are still wise enough to 
keep it. 


HEY have and hold at the cost of 

nothing per year what many a man 
of large means pursues through the 
years and never catches. 


Don’t wait to be happy until you get 
the first million or the tenth million. 


Like the hill billy be happy on what- 


ever you have! 


December, 1930 
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Banks and Farmers in Step 


By F. D. FARRELL 


President, Kansas State Agricultural College 


Four Ways Suggested in Which Bankers Might Render Vital 
Aid to Agriculture: by Discouraging Unsound Farm Practices, 
by Helping Establish Desirable Local Industries, by Encour- 
aging Sound Practices and by Saying “No” at Right Time. 


HE growing intensity of com- 

petition, in agriculture as in 

everything else, emphasizes in- 

creasingly the importance of 
good farming. Good farming includes 
conservation and efficient use of the re- 
sources of soil and climate in the pro- 
duction of agricultural commodities, and 
persistent, well-informed action in the 
distribution of those commodities. These 
are its major economic features. Good 
farming also has social implications of 
great importance. 


Price and Style 


SSENTIALLY, modern competition 

is competition for customers. This 
fact becomes increasingly important as 
civilization becomes more complex. The 
requirements of successful competition 
for customers are illustrated when some- 
one goes into a store to buy a pair of 
shoes. Few know or care where our 
shoes are made. The prospective shoe 
buyer does not ask the shoe salesman 
where the shoes are made, nor whether 
the shoe factory operates ten hours or 
six hours a day, nor whether there is 
a flower garden in front of it. These 
questions do not interest him. But 
there are two questions that he does 
ask. One relates to the kind of shoes 
offered. He wishes to know about fit, 
style, durability. The other question 
relates to the price of the shoes. The 
shoe dealer that gives the most satis- 
factory answers to the two questions— 
what kind? and how much?—makes the 
sale. 

Essentially the same thing happens in 
every instance of competition for cus- 
tomers. It makes no great difference 
whether the goods offered for sale are 
shoes or ships or sealing wax or cab- 
bages or wheat. The buyer’s questions 
relate primarily to quality and price, 
and the competitor who answers these 
questions to the customer’s best satis- 
faction gets the business. Sometimes a 
buyer emphasizes quality more than 
price, sometimes he wants cheap quality, 
sometimes price is the chief considera- 
tion. But the two questions always are 
asked. 

If we consider farming in the light 


of the customer’s two basic questions we 
begin to discern the fundamental eco- 
nomic problem that faces the farmer 
who is engaged, as most farmers are, 
in competition for customers. It is the 
problem: of supplying what the market 
wants at the lowest practicable price. 
Anything that consistently helps farmers 
and farming communities to meet this 
problem, to supply satisfactory answers 
to the customer’s two questions, is bene- 
ficial to the farmers and communities 
concerned. In an economic sense, any- 
thing that does not in some way help 
in this respect is likely to be of doubtful 
value. 


A Task for Bankers 


HE kind of answers that the 

farmer’s customers receive depends 
chiefly upon what farmers do; what 
they do in selecting and diversifying 
their industries—as. wheat production, 
dairying, cotton production, fruit grow- 
ing—in producing the commodities they 
expect to sell and in the marketing of 
those commodities. If one group of 
farmers follow unsound practices their 
costs are so increased or the quality of 
their products is so impaired that they 
lose out in competition with other 
groups of farmers whose practices are 
more sound and who, therefore, are able 
to answer the customer’s questions more 
satisfactorily. 

Now, what farmers do is influenced 
profoundly by what their bankers do. 
Every time a banker has a financial 
contact with a farmer the latter is in- 
fluenced, for good or ill. This fact jus- 
tifies the keen interest of the American 
Bankers Association in banker-farmer 
work. In simple terms the ultimate ob- 
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jective of that work is to help increase 
the beneficial influence of bankers upon 
farming and to reduce detrimental in- 
fluences; to utilize to the fullest possible 
extent the bankers’ power in aiding the 
farmer to provide satisfactory answers 
to the customer’s two basic questions. 


Familiar Examples 


OW many bankers increase their 

beneficial influence upon farming 
and so aid in sound agricultural develop- 
ment? This question may be answered 
best perhaps by citing a few examples in 
which the action of bankers has been of 
great benefit to the farmers and the 
farming communities concerned. These 
are only a few of many examples that 
might be given. They are classified so 
as to indicate general categories of 
action that will apply to banking in any 
agricultural community. 

1. Bankers may discourage unsound 
farm practices. This was illustrated in 
some Kansas counties a few years ago 
in connection with the importation of 
dairy cattle. A large shipment of very 
inferior cattle came into a county to be 
sold at auction to local farmers. The 
dairy business was especially popular 
at that time and many farmers without 
adequate dairy experience planned to 
patronize the auction sale. The county 
agricultural agent informed the local 
bankers that the purchase of the in- 
ferior cattle by local farmers would be 
a detriment to the community. The 
bankers thereupon refused to finance 
the purchase of the cattle and the auc- 
tion sale was abandoned. The cattle 
were shipped into another county; but 
the county agent there did as was done 
in the first instance and so did the 
bankers, and the second county escaped. 
The bankers cooperating with the county 
agents said “no” wisely and so helped 
the dairy industry of their communities. 

A little more than a year ago a group 
of creamery promoters entered Kansas 
and began trying to capitalize the 
farmer’s desire to improve his markets 
by inducing communities of farmers to 
purchase creamery plants before local 
production of raw material or other 
local conditions justified the establish- 
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ment of new plants. Informed of this 
fact by the State Agricultural College, 
the officers of the Kansas Bankers Asso- 
ciation sent a letter of warning to every 
bank’ in the state. This led many 
bankers to refuse to give support to the 
creamery promoters unless and until the 
college would approve the plant for the 
community concerned. This _ action 
saved many communities from the loss 
and embarrassment that result from the 
premature establishment of local manu- 
facturing plants. 


Hazardous Pyramiding . 


THIRD way in which bankers 
often discourage unsound prac- 
tices is to refuse to finance farmers who 
wish to pyramid their enterprises. 
Many farmers, like other business men, 
find the temptation to pyramid difficult 
to resist. This often is illustrated 
among farmers who buy cattle or sheep 
for feeding purposes. A farmer buys 
and feeds two or three cars of cattle or 
sheep one year and makes a good profit. 
This induces him to buy twice or three 
times as many the second year, still 
more the third and so on until he finally 
loses more by having too many cattle or 
sheep on feed in a year of bad prices 
than he made in several pre- 
vious years with smaller 
numbers and better prices. 
Sometimes some bankers ac- 
tually encourage this hazard- 
ous pyramiding. When they 
do and the farmer loses, as 
he often does, the bank not 
infrequently “holds the sack.” 
The practice of pyramiding 
when supported by bankers 
illustrates an important fact: 
for bankers to encourage un- 
sound farm practices is bad 
for both farming and bank- 
ing. Conversely when bank- 
ers discourage bad practices 
their action is a positive ben- 
efit to the farmers and bank- 
ers concerned. 

2. Bankers may help establish de- 
sirable new local industries. To il- 
lustrate this fact I quote from a 
speech delivered at a meeting of the 
Agricultural Commission of the 
American Bankers Association at 
Old Point Comfort by Mr. Eugene 
Courtney, a banker at the little town of 
Woodburn, Ore., and chairman of the 
Agricultural Committee of the Oregon 
Bankers Association: 

“T mention our Fruit Growers Association. 
We assisted in its organization seven years 
ago and are still on its Advisory Board. 
Starting with twenty-six members, it has in- 
creased to 347; its acreage of fruit from 110 
to 1500. From a production topheavy with 
one type of fruit, the loganberry, it has fur- 
thered diversification until it now markets 
ten. It has, since its inception, averaged for 
its members better than current market 
prices. It stands on its own feet financially, 
borrows no money, but has funds on deposit. 


As a direct result of its work in increasing 
the production of fruit in our district, a half- 


million dollar cannery was built in our town 
three years ago, not by us but by outside 
capital. In 1929 they packed 426,000 cases 


of canned fruit, valued at $1,485, 000.” 


8. Bankers may encourage sound 
farm practices. 
corner of Kansas 
soil problems are 
dominant in agri- 
cultural develop- 
ment. In no part 


In the _ southeastern 


of state 
have’ bankers 
shown better 
interest in ag- 
ricultural improvement. In 1921 the State 
Agricultural College launched a compre- 
hensive long-time program for soil im- 
provement in district. County 
bankers associations, individual bankers 
and even the Kansas Bankers Associ- 
ation have participated actively in the 
program of encouraging the use of lime 


and the growing of legumes for soil im- 
provement. Bankers encourage and 
help their leading farmer patrons to try 
lime and legumes, they conduct banker- 
farmer tours to the farms where these 


trials are in progress, and in other ways 
lend effective support to the program. 


Specific Benefits 


OMETHING of the progress that has 
been made in the development of the 
program is indicated in the following 
table which contains information relat- 
ing to the district to which the program 
applies: 


1922 
tested for 
350 


1929 
8,897 


Item 
Samples of soil 
“acidity 
Samples limestone tested 
for suitability for use in 
correcting “acidity” 40 
Tons of limestone used for 
soil improvement 
Farmers using legumes for 
soil improvement 
Acres of land participating 
directly in  soil-improve- 
ment program 16,568 63,485 


There is no doubt that the 
wholehearted and intelligent 
support of this program by 
the bankers of the district 
has been a major factor in 
bringing about the marked 
improvement that has taken 
place. 

4. Bankers often need to 
say “no.” In a time like the 
past hectic decade, when 
many people came to believe 
—usually to their ultimate 
sorrow—in what is called 
“jazz economics” and to look 
to the extensive use of credit 
for the ushering in of the mil- 
lennium, wise bankers often 
have said “no” to prospective 
borrowers. I am convinced 

that this negative action often does 

more good than affirmative action 

would. do. The farmer, like the rest 

of us, is besieged by the high-powered 
salesman. In many instances, perhaps 
in most, the banker can best serve him 
by helping him to maintain sales re- 
sistance. It is a wise banker who knows 
when to say “no” and to whom, and who 
says it, kindly but firmly. 

In order to know when to say “no” 
wisely to farmers a banker must know 
something about farming. He should 
not attempt to tell the farmer how to 
operate a farm and he does not need to. 
But he should know how to operate his 
bank in its relations with a farming 
constituency. If he does not, his in- 
fluence is certain to be detrimental to 
good farming, at least some of the time. 
In their desire to promote agricultural 
prosperity bankers often act—with the 
best of intentions—upon an excess of 
enthusiasm and a shortage of reliable 
agricultural information. 

The fact that a community would be 

(Continued on page 547) 
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Over-Taxation of National 
Banks in Ohio 


By THOMAS B. PATON 


General Counsel American Bankers Association 


Taxation of National Bank Shares Held Invalid by Federal Dis- 
trict Court Because of Substantial Discrimination in Favor 
of Competing Moneyed Capital Invested in Building and Loan 
Associations, Mortgage Companies and Finance Companies. 


HREE national banks in Colum- 

bus, Ohio, as the result of a suit 

in the Federal court to obtain 

relief against overtaxation have, 
after a long investigation by a special 
master whose findings of fact and conclu- 
sions of law are confirmed by the court, 
been granted an injunction restraining 
the collection by the treasurer of Frank- 
lin County, of the taxes assessed against 
the shares of such banks for the last half 
of 1926 and for the year 1927. (Commer- 
cial National Bank et al vs. Treasurer of 
Franklin County, U. S. District Court, So. 
Dist. Ohio, Eastern Division, Nov. 7, 
1930. Opinion of B. W. Hough, District 
Judge.) 

The shares of these banks were taxed 
subject to the restriction provided by the 
Federal law (Sec. 5219 U.S.R.S.) that 
“the tax imposed shall not be at a 
greater rate than is assessed upon other 
moneyed capital in the hands of indi- 
vidual citizens of such staté coming into 
competition with the business of na- 
tional banks.” 


Discrimination Found 


HE court finds that the moneyed 

capital of the Columbus building and 
loan associations, mortgage companies 
and finance companies was, “in direct 
competition in very substantial amounts 
with much of the moneyed capital of the 
plaintiff banks,” and reaches the con- 
clusion that “under the laws of Ohio and 
the practices of the tax-levying officials, 
there has been and was in the years 
1926 and 1927 substantial discrimination 
against much of the moneyed capital in- 
vested in the shares of stock of the 
plaintiff banks and in favor of competing 
moneyed capital invested in building 
and loan associations, mortgage com- 
panies and finance companies and their 
individual stockholders.” As a result, 
the taxes levied against the plaintiff 
banks are held invalid, being assessed 
and levied contrary to the provisions and 
inhibitions of Section 5219 U.S.R.S. 


Ohio Tax System Archaic 


RITICIZING the system which re- 

sults in such substantial discrimi- 
nation and pointing out that mortgage 
loan and finance companies are now 
ranked as modern competitors of banks, 
as are also building and loan associations 
which are no longer of the old mutual 
type that it was the legislative policy to 
favor in the matter of taxation, the court 
says: 

“Just equality in taxation of national 
banks has been denied, perhaps because an 
old taxing system has ‘not kept apace in its 
development, with the development of modern 
business. The mortgage loan company and 
the finance company of today are creations 
of the modern business activities in very re- 
cent years. The building and loan associa- 
tions, with all the appointments of up-to-date 
financial institutions, are altogether different 
concerns from the old community mutual 
building and loan association such as was 


dealt with in the case of Mercantile National 
Bank v. Hubbard, 98 Fed. Rep., 465.” 


Competitive Nature of Business 


N support of its conclusion that the 

moneyed capital of building and loan 
associations, mortgage companies and 
finance companies was in direct compe- 
tition in substantial amounts with the 
moneyed capital of the plaintiff national 
banks, the court describes in detail the 
nature of the business of each class of 
institution. As to this, we can only 
summarize. In 1926, the aggregate of 
the capital, surplus and undivided profits 
of the three plaintiff banks was $6,750,- 
000 and the deposits aggregated more 
than $42,000,000. The aggregate capital, 
surplus and undivided profits of all na- 
tional banks in the state was in excess 
of $132,000,000 and their deposits were 
more than $676,000,000. Figures are 
given showing the extent of the mort- 
gage business of plaintiff banks. With- 
out repeating these, it appeared that in 
1926, eight per cent of the entire loans 
of the Ohio National Bank were made 
upon real property mortgages, either di- 
rect loans or mortgages assigned to the 
bank as collateral security; and the per- 
centages of the Huntington and Commer- 
cial National banks were five and two 
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and one-half per cent, respectively. Other 
loans aggregating large amounts were 
made upon the faith of financial state- 
ments of borrowers, in the large ma- 
jority of instances real estate being the 
chief or at least an important factor of 
asset. Speaking of the state as a whole, 
the court says: “In the state of Ohio, the 
national banks had outstanding loans of 
$525,000,000, of which nearly $49,000,000 
were made on the security of real prop- 
erty.” 


Building and Loan 
Competition 


HE court gives the figures as to the 

invested capital of building and loan 
associations in the three classes of 
permanent, paid-up and running stock 
and also their total assets, reserve funds, 
undivided profits and deposits. These fig- 
ures are given both with respect to the 
twenty-eight building and loan associa- 
tions in the city of Columbus and to all 
such associations in the state. We tab- 
ulate these figures from the opinion: 


28 in 
Columbus 


Entire 
State 
Invested capital 
in permanent, 
paid-up and run- 
ning stock $11,000,000 $470,000,000 
100, 000,000 1,000,000,000 
28,000,000 
12,000,000 


350,000,000 


Reserve funds 000,000 
Undivided 300" 000 
Deposits (plus ac- 

crued 81,000,000 


Upon the sill of deposits received 
by these institutions, the court says: 


‘Deposits in building and loan associations 
in Columbus, plus accrued interest were 
more than $81,000,000, and for the state 
were over $350,000,000. Building and loan 
companies in Columbus and elsewhere in 
the state accepted deposits from their miem- 
bers and from the public generally and 
actively competed with the national and state 
banks for the money of the public, by ad- 
vertising in the public press and otherwise. 
These deposits were received on savings ac- 
counts evidenced by pass-books or certificates 
of deposit or on running stock upon which 
dividends were paid. Interest on deposits 
was paid in 1926 averaging 4.71 per cent 
and the rate of dividends paid on stock 
averaged 5.47 per cent. Although constitu- 
tions and by-laws of the associations re- 
quired notice as a condition to the right of 
depositors to withdraw savings, time de- 
posits, and stock deposits, as a matter of 
uniform practice, the associations did not re- 
quire such notice, but paid their depositors 
on demand and presentation of pass-books.” 
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Mortgage Loans 


ESCRIBING the nature of the loans 
J of building and loan associations in 
Columbus, the court says: 


“Building and loan associations of the 
City of Columbus in 1926 had outstanding 
mortgage loans in the aggregate amount of 
about $90,000,000, which was more than 90 
per cent of their total assets. In addition 
they had pass-book loans of about three 
quarters of a million dollars. Of all the 
loans made by building and loan associations, 
98 per cent were mortgage loans. A large 
majority of all the mortgage loans were amor- 
tized loans, but loans in substantial amounts 
were straight loans. The largest associa- 
tion in the city, namely, The Buckeye State 
Building and Loan Company, had more than 
$20,000,000 of amortized loans and over 
$10,000,000 straight loans. The great majori- 
ty of the loans made by building and loan 
associations in Columbus were made upon 
residence property, only about 6 per_cent 
being made upon business property. Build- 
ing and loan associations in Columbus uni- 
formly required prospective borrowers to 
become shareholders by purchasing one or 
more or a fractional part of a share. Only 
a very few of the associations in Columbus 
operated under the old mutual plan which 
required a stock subscription to the amount 
of the loan upon which the stock payments 
and dividends were credited, and when the 
stock was fully paid up, both the stock and 
the loan were cancelled. These few in num- 
ber were also relatively small associations. 
Of the large majority of associations the par 
value of the stock subscription had no rela- 
tion to the amount of the loan, and in most 
cases the amount of stock required to be 
subscribed was merely nominal and upon 
which nothing more than the initial payment 
was required to be made.” 


Mortgage Loan Company 
Competition 


HE competitive nature of the busi- 
ness of mortgage companies is thus 
described by the court: 


“Five mortgage loan companies doing busi- 
ness in the City of Columbus, have invested 
capital of nearly four and one-half millions 
of dollars—while fourteen of such companies 
in Cleveland, have an aggregate invested 
capital of over seventeen millions. While 
mortgage loan companies in Columbus in the 
year 1926 had a mortgage business of nearly 
three millions of dollars—of that amount 
something less than 25 per cent was first 
mortgage business, the remainder being 
second mortgages. In 1927 the proportion 
of first mortgage business materially in- 
creased, and that of the second mortgage 
business decreased. First mortgage loans 
were made by these companies for terms 
from three to five years, and in some cases 
for shorter periods. Two of the Columbus 
mortgage loan companies did only a first 
mortgage business.” 


Finance Company 
Competition 


ESCRIBING the competitive nature 

of the business of finance com- 
panies, which consisted in the making of 
small loans on chattel mortgage security 
and discounting automobile and other 
commercial paper secured by chattel 
mortgages, the court says: 


“In 1927 there were forty-six finance com- 
panies in Ohio engaged in the business of 
discounting automobile paper, with an aggre- 
gate invested capital of fifteen millions of 
dollars. The year previous the invested 
capital was about 25 per cent less. Six of 
these companies did business in the City of 
Columbus in 1926 (four of which with legal 
domiciles in the County, outside the city), 
had an invested capital of over two and a 
quarter millions of dollars. The business of 
finance companies doing business in Colum- 
bus and elsewhere in the state, was that of 
making small loans on chattel mortgage 
security, and discounting automobile and 
other commercial paper secured by chattel 
mortgage—the six Columbus companies do- 
ing a business of more than a million and a 
quarter dollars in direct loans, and more 


than three and a quarter million dollars in 
discount loans.” 


Discrimination Under Ohio 
Tax Statutes 


HE moneyed capital invested in bank 

shares being in substantial competi- 
tion with the moneyed capital invested in 
the other classes of institution named 
(this conclusion being fortified by nu- 
merous decisions of the United States 
Supreme Court referred to in the opin- 
ion) the court, in finding that there was 
substantial discrimination in the matter 
of taxation against the former in favor 
of the latter competing moneyed capital, 
sets forth in detail the taxing statutes 
of Ohio and the practices of the tax of- 
ficials thereunder. The taxing statutes 
we will summarize as follows: 


1. Shares of State and National banks are 
listed at their true value in money and taxed 
at the locality of the bank less pro rata de- 
duction of value of the bank’s real estate. 

2. Shares and loans to members of build- 
ing and loan associations are exempted from 
taxation, except shares upon which no loans 
have been made or moneys advanced by the 
company are considered as credits; and 
credits are defined for taxation as the ex- 
cess of the sum of all legal claims and de- 
mands over and above the sum of all legal 
and bona fide debts owing by the tax-payer. 

3. Personal property, including moneys, 
credits and investments are listed in the 
taxing district where the person to be 
charged resides and the legal residence of 
Ohio corporations is the place designated in 
the Articles of Incorporation. 

4. All the personal property of incorporated 
companies (except those especially provided 
for) used in the daily operation of their 
business is taxable, but such property as is 
expressly exempted by law is excluded, i.e. 
investments in the form of tax-free obliga- 
— such as municipal, state and U. S. 

onds. 


How the Banks Were Taxed 


NDER these statutes, the shares 

of plaintiff banks were assessed 
on the following valuations for the years 
stated: 


1926 1927 


National 
$1,226,830 $1,298,120 


2,671,750 2,143,000 
2,848,560 2,944,430 


Commercial 
Bank 

Huntington 
Bank 

Ohio National Bank... 

The court points out that “in arriviag 
at the value of stockholders’ shares of 
the plaintiff banks, the taxing officials 
have taken the capital stock, surplus and 
undivided profits of the plaintiff banks, 
deducted from that total the value of 
the respective real estate owned by them, 
and then found the value of the shares of 
the respective banks, and upon that value 
applied the city rate for the year in de- 
termining the amount of the taxes to be 
charged.” 

Entering -into the value of these 
shares, as part of their taxable value, the 
three plaintiff national banks had in the 
year 1926 aggregate investments in tax- 
exempt securities as follows: 


U. S. Government Securities (over) $3,500,000 
State, County and Municipal bonds 700.00 
,000 


Not only were these securities not de- 
ductible in valuing the shares, but the 
shareholders were not permitted to de- 
duct their personal debts from the tax- 
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able value of their respective shares. 
Concerning this, the court says: 


“It has been shown that some of the share- 
holders of the plaintiff banks owed debts in 
1926, which if the stock value had been 
treated as a credit and their debts deductible, 
would have materially lessened the amount 
of taxes to be paid upon their respective 
shares. It is further shown by way of illus- 
tration, that if one Huntington in the year 
of 1926 had been permitted a deduction of 
his debts, not otherwise deducted on his 
personal return, from his share holdings in 
the plaintiff bank, The Huntington National, 
there would have been a saving to him for 
— year of something over $5,000 in tax 
outlay.” 


How Building and Loan 
Concerns Are Taxed 


S compared with the taxation of 
bank shares at full value, less only 
deduction of real estate owned by the 
bank, it will be interesting to read the 
court’s description of the way in which 
building and loan associations and their 
shareholders were taxed, or rather large- 
ly exempted from taxation. It appears 
that the reserve and surplus entirely 
escapes taxation, except that portion in- 
vested in real estate; that borrower’s 
stock likewise escapes and that as to the 
general shareholders, while in theory the 
shares are taxable on a par valuation of 
$100, in practice a large majority is not 
returned for taxation and such as is re- 
turned is taxable as a credit, subject to 
deduction of the shareholder’s debts. The 
court says: 


“The reserve and surplus or undivided 
profits funds of building and loan associa- 
tions in the State of Ohio are not taxed. 
It is the general practice to tax the general 
shareholder, as distinguished from the bor- 
rowing shareholder, upon a valuation of 
$100 per share, irrespective and_ inde- 
pendent of reserve and surplus. This ex- 
emption from taxation of reserve and surplus, 
excepting, however, the portion thereof that 
is invested in business buildings and real 
estate, which of course is taxed as real 
estate, exists irrespective of whether the 
funds are evidenced by tax exempt securities 
or otherwise. Likewise, borrowers’ stock is 
not subject to taxation under the law. This 
would seen to make very little difference, 
however, as in general practice the bor- 
rower’s investment in stock in a large ma- 
jority of cases, is only a fractional part of 
par. All other stock, save and except the 
so-called borrower’s stock, though taxed 
upon a valuation of par in practice, is only 
taxed as a credit—that is, the individual 
owning the stock may deduct legitimate 
debts from its value, and the remainder, if 
any, is legally taxable. In this connection 
it appears that a large majority of the stock 
of building and loan associations, in this 
wise subject to taxation, is not returned 
for taxation.” 


In 1926 the building and loan associa- 
tions in Columbus had as part of their 
assets, bonds, in the sum of $885,000, the 
large majority of which consisted of Gov- 
ernment bonds and were nontaxable. 


Mortgage and Finance 
Companies Favored 


ORTGAGE and finance companies 
were assessed for taxation on the 

value of their general assets. The court 
points out that two of the Columbus 
mortgage companies in 1926 had, as part 
of their assets, about $750,000 in Gov- 
ernment bonds which were not assessed 
or assessable for taxation. Other similar 
(Continued on page 568) 
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Prices and the Gold Complex 


By JOSEPH STAGG LAWRENCE 


Doctrine That Scarcity of Monetary Metal Is Primary Cause 
of Commodity Decline Laid to Desire for Some Simple, Universal 
Reason. Inquiry Discloses No Such Direct Correlation Between 
the World’s Supply of Gold and the World’s Level of Prices. 


N the far flung category of economic 
subjects none has been viewed with 
alarm so persistently, continuously 
and exhaustively as the gold stand- 

ard. It is the most prolific matrix 
of apprehension in the field of business 
and economic literature. This is due 
partly to a proper appreciation of its 
importance in the commerce and life of 
civilized nations. It is due also to a 
baroque exaggeration of the significance 
of those changing portents which fleet- 
ingly crowd upon the stage of current 
events and then depart without leaving 
lasting monuments or enduring scars of 
their brief presence. While they hold 
the spotlight agitation animates the 
breasts of our dark prophets. They 
break out on all sides in streams of un- 
mitigated and sinister divinations. 

Throughout the latter part of 1928 
and the greater part of 1929 it was 
made to appear that stock market specu- 
lation was about to wrest the precious 
standard from the feeble grasp of civil- 
ized nations. One scholar has gone so 
far as to say that if the United States 
indulged in any more speculative sprees 
it might be well for the rest of the world 
to seek some other standard than gold 
for its currency. 


One Spectre 


GAIN there has been in evidence 

a vague current of unrest due to 
the gold accumulations of the Bank of 
France. In fact John Maynard Keynes 
proved that if France were to demand 
payment of her current credits in En- 
gland in terms of gold she could drive 
that country completely off the gold 
standard. This spectral hypothesis 
caused grave concern and many edi- 
torials were devoted to a discussion of 
the impending event. 

A digression is necessary to indicate 
how hollow that particular fear is and 
how easy it is to create others equally 
horrendous. 

In this world of ours there are vast, 
far reaching and involved credit rela- 
tions which do not permit such summary 
liquidation as Mr. Keynes postulated. 
We may take first of all the deposit 
liabilities of our banks. They are pay- 
able in dollars which the law defines as 


If and But 


R. LAWRENCE aims 
in this outspoken ar- 
ticle to remove the statis- 
tical and psychological 
props from the gold famine 
theory and let the current 
argument crumble of its 
own weight. If, he writes, 
we make certain far-fetched 
assumptions, we can blame 
the present commodity de- 
cline on a scarcity of gold; 
but this can be done only 
by closing our eyes to evi- 
dence which flatly contra- 
dicts any such simple testi- 
mony of a relationship be- 
tween the two under mod- 
ern conditions. 


23.22 grains of pure gold. The liabilities 
of our banks payable on demand or short 
notice exceed $50,000,000,000. If we, 
the depositors, should all demand pay- 
ment at the same time in the coin which 
the law defines the banks could not meet 
one-fifth of their obligations though they 
summoned all the monetary gold which 
the world possesses. Here is a situation 
as probable and as fearful as that which 
the English economist sprang upon a 
startled world. The contemplation of 
this possibility could populate a house 
of fear with a delectable assortment of 
ghosts. 

The rest of the world owes the 
United States approximately $26,000,- 
000,000. Not all of this debt can be 
liquidated upon immediate or short no- 
tice. If, however, we should choose to 
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exercise our option with respect to that 
portion which can be so liquidated either 
directly or by conversion we could gather 
into our vaults the world’s supply of 
gold. 


Awful to Contemplate 


ERE then we have quite a stagger- 

ing assortment of dangers. If 
France eonverts all her liquid claims 
against England into gold it will drive 
that country off the gold standard. If 
all the depositors in this country call 
on their banks at the same time for 
payment we will have more than 25,000 
insolvent banks on our hands. If Uncle 
Sam loses faith in his debtors to the 
extent of calling for immediate payment 
where he can and converting debts where 
instant liquidation is not possible he can 
catapult the rest of the world off the 
gold standard. One and all these are 
groundless fears and idle premises. Not 
that they are impossible. But they are 
so improbable that they do not merit 
serious consideration. 

However a situation has now de- 
veloped which has intensified the focus 
upon gold. During the past twelve 
months wholesale prices have dropped 
about 16 per cent and the cost of living 
about 10 per cent. How abrupt this de- 
parture has been may be seen from the 
fluctuations of these two price indices 
during the past ten years. 


Wholesale 
Prices, 
United States 
Bureau of Industrial 

bor Conference 
Statistics Board 
1926=100 1913=100 


Cost of Living, 
National 


1 930 (estimate) 


These figures are averages for the 
year and fail to reveal fully the gap 
between the high point of last year and 
the low point of the present year. 


Blame It On Gold 


T can be seen that there have been 
no serious price aberrations during 
this period until the present year. Here 


wes 
& 4 4 
1921 97.6 166.7 
1922 96.7 156.6 
1923 100.6 161.3 
1924 98.1 163.4 
1925 103.5 167.8 
1926 100.0 167.9 
1927 95.4 163.9 
1928 97.7 161.9 
87.0 154.5 
| | 
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is the cue of the gold alarmists. They 
point to the drastic collapse in prices 
and say; “This is no longer a threat. 
It is a peril which we have long dis- 
cerned. Its materialization though tardy 
has finally come. This drop in prices is 
the inevitable response to a cumulative 
gold scarcity.” 

Acknowledgment of this putative 
cause has come from all quarters of the 
world. The Manchester Chamber of 
Commerce smarting from a prolonged 
depression in the textile industry has 
indicted the yellow standard with the 
customary forms. It is responsible for 
the decline in prices and the latter in 
turn is the cause of economic distress 
since a world in which prices are drop- 
ping cannot prosper. The chamber calls 
for a more adequate standard. 

Aside from -persistent iteration what 
is the case for the gold scarcity 
hypothesis? It may be said to rest 
upon two legs, one statistical and in a 
sense empirical and the other theoretical. 

The first is based upon 
the studies of Gustav Cas- 
sel and Joseph Kitchen. 
Professor Cassel took three 
years—1850, 1886 
and 1910 —in 


SS 


which the price level appeared to be the 
same and then measured the rate of in- 
crease in the gold stock of the world. 
This gave him two intervals each with 
the same price level at the beginning and 
end. He found that the average rate of 
growth of the world’s stock of gold dur- 
ing these periods was 2.8 per cent. Add- 
ing 0.2 per cent to this to take care of 
abrasion and loss he postulated 3 per 
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cent as the rate of growth necessary to 
maintain a stable level of world prices. 
Mr. Kitchen employed four intervals and 
arrived at substantially similar results. 
It is of interest to note that in both 
studies the rate of growth during the 
later years was less than in the earlier 
periods. Since the increase in the world 
stock of gold during the past decade 
has been nearer 2 per cent than 3 per 
cent it follows that the pressure of 
gold scarcity must sooner or later 
make itself felt on price levels. 

The second prop of the gold the- 
orists is broadly deductive and 
runs somewhat as follows: Goods 
and services are bought and paid 
for with currency and _ bank 
credit. Neither currency nor 
bank credit is consumed by use. 
Once in circulation they may pass 
from hand to hand without any 
limit except the disposi- 
tion and the physical con- 
venience of those who do 


the passing. The total monetary supply 
of a community therefore is equal to the 
sum of its currency and credit multi- 
plied by the number of times it “turns 
over” during a given period. 

This is the aggregate of the effective 
purchasing power of the community and 
must be equal on a value basis to the 
total of goods and services which are 
exchanged during that same period. If 
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other things remain the same and the 
monetary supply increases then prices 
must rise. Conversely if prices decline 
with other things remaining the same 
then it can only be due to a curtailment 
of the purchasing power of the com- 
munity. Since the total of money and 
credit is the cardinal factor on the 
monetary supply the cause of a decline 


The Spirit of 
Don Quixote 
Rides On 


must be sought in .some 
change which has taken place 
in that total. Since bank 
credit and currency in a 
country on the gold standard 
must be convertible into gold 
on demand a definite reserve 
of the precious metal must be 
provided for that  contin- 
gency. Banking experience 
and the law define the neces- 
sary ratio of gold to the superstructure 
of credit and currency. As the founda- 
tion of gold increases so may the super- 
structure expand. As the gold base 
diminishes so must the total of the media 
of payments decline. As the syllogism 
is finally evolved in condensed form it 
appears somewhat as follows: If goods 
on the market place drop in price it is 
because the buyer possesses inadequate 
means of payment. This is due to the 
searcity of currency and the disinclina- 
tion, in fact inability, of the banks to 
grant him more. The banks in turn are 
(Continued on page 547) 
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A Bank That Pays No Interest 


By BRYCE EDWARDS 


Forty Years Ago the Directors Launched Policy of Selling Only 


Safety and Service. 


After an Advertising Campaign Which 


Emphasized Soundness, Institution Ceased Paying for Time or 
Demand Deposits. Plan Has Evolved With Unusual Success. 


N a mid-western state is a bank 
which pays no interest on any funds 
and it is not a Federal reserve bank. 
Furthermore, this rural bank has 

not paid any interest on deposits for sev- 
eral decades. It is located in a fairly 
productive part of the corn belt, in Galt, 
Mo., a town of 609 population. Its name 
is the Cook and Vencill Bank. . Twelve 
miles in one direction is a county seat 
town of 15,088 people, and fifteen miles 
in another direction is another county 
seat town of about 8000 population. Ob- 
viously. the bank does not have a mo- 
nopoly. During the past year the re- 
sources of the bank have ranged bet- 
tween $140,000 and $200,000. 


How the Plan Started 


N 1890 the board of directors of 

Cook and Vencill Bank decided that 
they wanted quality in deposits. Under 
rural conditions they decided that they 
could not afford to pay interest on funds. 
A resolution was passed that the bank 
would discontinue interest payment. A 
proviso was added that the change 
should take place slowly. 

The first phase of the attack against 
interest was the discontinuance of all 
interest on school funds, tax monies and 
demand accounts. Since the laws of the 
state in question required that public 
funds be deposited in the bank which 
bid the highest for them after two 
weeks’ advertisement, it was compara- 
tively simple just not to bid on these 
funds. After a few years, however, 
other local banks cooperated by not bid- 
ding on tax funds, and they were 
divided among the banks on a non- 
interest basis. 

The resolution also provided that no 
interest would be paid on demand de- 
posits of any kind. The minutes also 
outlined the future loan policy of the 
bank which has since become a tra- 
dition. It was pointed out that funds 
borrowed from central banks to loan 
constituted a speculative liability which 
was usually not sufficiently profitable to 
compensate for the added risk. Safety 
was to be the selling point and slogan 
of the bank. Hence the resolution pro- 
vided that sufficient cash and liquid 
securities would be maintained so that 


borrowing would be unnecessary, and 
the demands of depositors could be met 
under almost any conditions. 

In the following summer it was an- 
nounced that savings accounts would be 
discontinued at the next interest paying 
date. When the interest paying date 
came around, savings deposits were 
transferred into demand accounts. Since 
very few depositors withdrew their 
money the board of directors decided to 
discontinue time accounts. As fast as 
these matured the depositor was paid 
or his money transferred into demand 
accounts. 

During the first two or three years 
of this system the deposits in the bank 
remained about stationary. Then they 
began to climb and the resources of the 
bank became greater. 

It is convincing to note that this 
private bank has never called an as- 
sessment and has paid dividends every 
year since its founding except in 1923. 
One other bank in the town paid 
interest on time accounts but it went 
under the mill-wheel from lack of 
profits through the costly method of 
liquidation. The panics of the nineties 
did not even stop dividends in the Cook 
and Vencill Bank, and it has weathered 
the last ten years of farm depression 
with flying colors and today is the only 
bank serving its community. 


Interest Secondary 


O ascertain the effects of absence of 
interest upon saving and location of 
funds some investigation of the local 
situation was conducted. It was found 
that the people of the community did 
not send their money to other outside 
banks in order to get interest to any 
greater extent than is customary else- 
where. When the interest-paying bank 
was operating in the town people did 
not generally desert the bank which paid 
no interest to put their money in another 
bank, which paid interest. It seems ap- 
parent that the failure to pay interest 
has not driven funds out of the town. 
Preceding the stoppage of interest 
payments on deposits the bank con- 
ducted a careful advertising campaign. 
Safety was the talking point. They at- 
tempted to convince their patrons that 
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the bank was solid, conservative, and 
profitable. The officers were men of 
strong financial standing in the com- 
munity. They gave their personal pledges 
that the funds would be so handled as 
to secure the depositors from loss so far 
as is humanly possible. Inquiry has re- 
vealed they accomplished exactly that. 

One man said, “I want to keep my 
money in a prosperous bank—one that 
is making money and where I feel cer- 
tain my money is safe.” 


Service First 


OME of the depositors keep fairly 
S large sums as demand deposits for 
considerable lengths of time. Appar- 
ently good banking service and confi- 
dence in a bank are more important to 
rural business men and farmers than a 
small interest. 

The farmers and business men of this 
community have a slow turnover like 
many other rural communities. Hence 
they may have considerable funds at 
some seasons of the year and little at 
others. Again in good years farmers 
may be able to bank a sizable surplus 
which may be needed to tide over lean 
years. Such funds a bank cannot safe- 
ly invest in high rate slow or specula- 
tive investments. The essential thing 
to the depositor is to be able to get the 
money when needed, according to the 
viewpoint of this community. Seasonal 
use of money and variation in local 
prosperity over a period of years cause 
a wide fluctuation in total deposits, they 
say, not ordinarily encountered in city 
banking. The officials pointed out that 
a bank is not a fair-weather institution, 
but must be able to stand up against the® 
worst of economic storms. 


Risk Too Great 


HERE no profit on_ bor- 
rowed funds including time ac- 
counts,” according to the officials of the 
bank. “Country banks do not have 
sufficient business to be able to afford 
to pay interest. Too great a cash re- 
serve is required, the expenses are too 
high in comparison to income, and the 
risk too great. We are now carrying 
$94,000 in cash and liquid bonds so that 
(Continued on page 552) 


The Makers of Prosperity 


NE of the worst and one of the most dangerous 

stages of any depression is what may be called 
the remedial period—the period when so many men 
and so many publications harp upon some cure-all 
scheme by which the depression is going to be cured 
out of hand. 

There is no medicine so potent that one draught 
of it is going to put every sick man on his feet again. 
There is no elixir with magic enough to restore the 
shell-shocked over night. 

We doubt if all this cocksure talk in print and out 
of print of methods to speed business up instanter 
is helping matters. 

Persistent and widespread advocacy of financial 
vagaries prolonged one depression, and kept pros- 
perity waiting, and that experience is so recent that 
there is no excuse for any part of the nation being 
led into the same mistake again. 


The Prevention of Depressions 


EN look into the possibilities of the future and 

hope that science may discover a way to elim- 
inate business depressions just as medical science 
discovered the way to prevent those recurring epi- 
demics that used to ravage our cities. 

Perhaps when human intelligence, tolerance, and 
forebearance have ascended to a new high level, we 
may come to that happy pass. When the causes of 
some of our most devastating diseases were unknown, 
their prevention presented a more baffling problem 
than the present perplexing business situation. Many 
people were prone to accept the outbreak of a pesti- 
lence as one of the inscrutable acts of Providence. 
At the best the lay mind could do nothing toward the 
discovery of the cause. That was a task left to a few 
illy supported scientists, and scientific success did 
not necessarily mean popular acceptance. Jenner, 
who discovered the means to prevent smallpox, instead 
of being acclaimed as a benefactor of the race was 
ridiculed and reviled as a charlatan and a quack. 
Business is sensitive, hence the discoverer of a way 
to keep business on an ever-ascending grade, or even 
on level may not look for a united nation when it 
comes to the adoption of his plans. 

Obviously one of the most formidable conditions in 
the way of the prevention of business depressions is 
the tendency of the people to congregate in the cities, 
and live tier upon tier in apartments. In this mode 
of life even the most prosperous of them are pecu- 
liarily sensitive to every trade wind that blows. They 
have no food reserves of their own. The nearby 
delicatessen store has taken the place of the household 
larder from which the average family could sustain 
itself for months. When winter settled down, the 
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old-fashioned family was in many important items of 
food three months ahead, whereas the average city 
dweller of today may be but three meals ahead. There 
is room for little more in the modern city apartment. 

Living thus close to the margin of actual want, 
these millions have little power of resistance against 
the effects of business depressions. They are trem- 
bling aspen leaves to be agitated by every trade wind 
—however slight—that blows. Little by little the 
American family has discarded customs, habits and 
practices which made it self-sustaining. It has ex- 
changed independence for a miserable interdepend- 
ence, and that condition must be reckoned with in 
any plan to keep depressions away. 

Going along with that condition and constituting a 
part of the same phenomenon is the increase in the 
size of commercial and industrial units which means 
that constantly increasing numbers of men and women 
are dependent upon constantly decreasing numbers of 
employers. And again the independence of the man 
is lessened by reason of the fact that his range of 
industrial activity often is narrowed down to one 
small operation which facility is useless to him out- 
side of the place where he is employed. 

Industrial progress and development has, in the 
long run, achieved grandly in providing employment; 
but the American family has radically changed its 
mode of living to avail itself of that employment and 
in changing it has lost some of its defensive powers, 
all of which—and much more besides—must be con- 
sidered as we ponder out the way to keep good times 
with us always. 


Banking Casualties 


HERE are two points worthy of examination in 
any analysis of the cause of bank failures as a 
whole. 

The magnitude of failures has been laid by well 
informed students at the door of the small unit bank, 
but the facts seem to indicate the possibility of a 
revision of this verdict. 

Recent casualties include some. very large banks, 
one with assets in excess of fifty millions, another a 
chain organization with thirty-seven units, some with 
branches and some without. In France a number of 
banks have bitten the dust, including one of the 
Republic’s oldest private banks with 140 branches. 

Back in the forties of the last century when we 
were afflicted with a comparable epidemic of bank 
failures observers generally indicted the branch or- 
ganization of the banks as the culprit and looked to 
unit banking for salvation. Is it not possible that 
these failures arise from causes entirely beyond the 
form of organization of the bank? 

Another phase of this unfortunate situation 
emerges and it is very much to the credit of the 
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American banker. The American in general is a 
rampant individualist until things go wrong. No 
sooner is he in difficulties than he resorts to the state 
demanding that “something be done about it.” When 
two of Italy’s Big Four failed after the war the state 
hastily organized a new institution to take over the 
assets of the insolvent banks. The failure of the 
Peer’s bank in Japan in 1927 brought immediate and 
similar state succor. France has already announced 
the organization of a salvage and guarantee crew. 
Whatever may be said of our banks and bankers the 
latter at least have not broken down and wept in the 
face of adversity. Like a doughty Roman the Amer- 
ican banker stands by and with ne’er a whimper does 
he confess the cataclysmic misfortune that besets him. 


Additional Purchases 


PROMINENT Canadian has proposed that relief 

from the current depression may be obtained by 
an additional purchase of government securities by 
the Federal reserve banks. The proposal, as every stu- 
dent knows, is not original. It was a part of the ex- 
cessively considered Strong amendment to the Federal 
Reserve Act, the Snyder plan and Fisher’s compen- 
sated dollar. Both Keynes and Hawtrey predicate a 
stabilized currency system on the liberal use of the 
discount rate. Knut Wicksell once startled the Royal 
Economic Society with the statement: 


“If, other things remaining the same, the leading banks 
of the world were to lower their rate of interest, say 1 
per cent below its ordinary level, and keep it so for some 
years, then the prices of all commodities would rise and 
rise and rise without any limit whatever; on the contrary, 
if the leading banks were to raise their rate of interest, 
say 1 per cent above the normal level, and keep it so for 
some years, then all prices would fall and fall and fall 
without any limit except zero.” 


The only thing. which a sufficiently low interest rate 
will not do apparently is to restore amity between the 
Mayor of Chicago and the King of England. As far 
as the money situation is concerned the composite of 
rates in the New York market appears to have touched 
the lowest point in history. During October the av- 
erage of call loan, time loan, prime commercial paper 
and prime bankers acceptance rates was 2.26 per cent. 
The Federal reserve banks already hold approximately 
600 million of government bonds while the indebted- 
ness of member banks is only slightly above 200 mil- 
lions. Is it not possible that the system realizes its 
own limitations in the premises and has already done 
all that it can? 


A Time Honored Virtue in the Pillory 


NDOUBTEDLY the plea to spend a dime a day 

to keep depression away discovers its origin in 
wells of beneficence. Any attempt to combat it may 
therefore be construed as heresy. But whatever the 
intent may be, the effect of propaganda to spend more 
—just for the sake of spending—is vicious. Most 
assiduously has the notion been circulated that money 
saved forfeits its usefulness and in some inscrutable 
manner becomes charged with menace to society. It 
is used, so the argument runs, for the construction 
of additional capital goods which in turn increase pro- 
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duction from the excess of which we are now suffer- 
ing. That, or the money gathers cobwebs in bank 
vaults and loses its capacity for useful service. The 
greatest virtue of these contentions is that they are 
comprehensible to tabloid intellects. Every banker 
knows what little substance these allegations contain. 
No bank can afford to permit funds entrusted to it 
to remain idle. They are immediately employed for 
loans or invested in bonds. 

Almost all of the latter, be they the obligations of 
private business, public utilities, cities, states or the 
Federal government, represent loans made for con- 
struction. In nine cases out of ten this facilitates 
rather than retards the pace of fruitful and legiti- 
mate consumption. Hundreds of millions in bonds 
have been sold during the year, the proceeds of which 
are being used to build new or better highways. 
These provide employment for thousands of workers. 
When complete they lubricate the channels of distri- 
bution, lower costs and add precisely that pleasure 
and value to motor travel which stimulates the demand 
for cars. 

It may be said that one of the principal factors to- 
day limiting the development of two-car conscious- 
ness is the inadequacy of road and parking space. 
How can that be provided except through additional 
construction financed by bond sales made possible in 
turn by that much maligned virtue, thrift? 


A Silver “Lining”’ 


HE doctrine of individualism developed by Adam 

Smith, his contemporaries and immediate succes- 
sors as a reaction to the excessive mercantilism of the 
17th and 18th centuries was based upon a premise 
that discovers in today’s nostrums a frequent and 
wholly naive revival. These earlier philosophers main- 
tained that society’s salvation rested upon the un- 
trammeled opportunity of every individual to discover 
his own maximum usefulness in whatever manner his 
energy and intelligence made possible. Since society 
was merely an aggregate of individuals, maximizing 
the returns of each component part would naturally 
yield the greatest total for the group. “The greatest 
good to the greatest number” led to the identification 
of every form of self-interest with the community 
weal. In spite of the loss of philosophic sanction this 
alignment of selfish interest and public good persists. 


- Every lobbyist in Washington will resent the intima- 


tion that his activities may not be destined for the 
general welfare. 

A good particular illustration of this is the pro- 
posed silver loan to China. The American legal ad- 
viser to the Chinese Government has proposed a loan 
of one billion ounces of silver to China for fifty years 
at 2 per cent. At present prices this is equivalent to 
$350,000,000. The arguments on behalf of the plan 
are entertaining. The American government would 
be able to dispose of its surplus silver stocks. China 
would be pacified. The Chinese would be able to buy 
more wheat and the American farmer would be paci- 
fied. Our foreign trade in consequence would be am- 
plified. With the stimulus of a satisfied farmer and a 
multiplied foreign commerce the depression would be 
rectified. The silver producers of our western states 
would be gratified. It is possible, however, that these 
putative benefits have been unduly magnified and that 
the taxpayer, when he receives the bill, will be hor- 
rified. 
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Wide Market for Bank Stocks 
a Possible Asset 


By D. B. WOODWARD 


Danger Exists in Fluctuations Inspired by False Rumors and Gos- 
sip. Swift Decline Can Injure Prestige of an Institution or Hold- 
Several Important Benefits Include Greater 


ing Company. 


Marketability and Strengthening Contact with Investing Public. 


ECENT months have seen the se- 
curities of two leading bank 
R holding companies listed on the 
New York Stock Exchange. 
These were Marine Midland and Trans- 
america. Smaller exchanges and curbs 
throughout the country list many addi- 
tional bank securities, mostly added in 
recent years. Several other institutions 
now are carefully considering the ques- 
tion of listing their securities more wide- 
ly. 

An appraisal of some of the aspects of 
this development may well be in order. 
This is additionally true in view of the 
fact that several bank executives admit 
privately that in the development of 
their institutions in the past few years 
they overlooked some points of the sig- 
nificance of having their securities wide- 
ly dealt in and widely held. They 
anticipated only part of the results. 


Causes Analyzed 


IDER distribution of bank equi- 

; ties is the direct outgrowth of two 
developments of recent years. First is 
the wide distribution of all common 
stocks as the “common stock for invest- 
ment” theory came to be accepted by 
everyone from bank presidents to boot- 
blacks. Second is the more recent move 
toward banking concentration, spread- 
ing throughout the country. Actually 
the first development has made the sec- 
ond one possible, to the extent and 
rapidity that it has come. Concentra- 
tion has developed through mergers and 
through formation of groups. Concen- 
tration through branch organizations 
has been scattered and comparatively 
less important, but appears as the next 
phase. 

There are two types of banks that are 
moving or have moved for wider distri- 
bution of their securities. First are the 
leading “concentrationists,” largely those 
which are expanding into the group form 
of organization. Second are the metro- 
politan banks, particularly in New York. 

Formation of groups has been facili- 
tated considerably by the public appetite 


for stocks. Thus the holding companies 
have had little difficulty in having their 
issues underwritten and _ distributed. 
The proceeds provided operating cash 
and funds for the acquisition of such 
institutions as were purchased outright 
instead of through exchange of stocks. 
Mergers have been made possible or fa- 
cilitated in many cases by the ability to 
obtain additional funds for consolida- 
tion and expansion by new stock flota- 
tions. 

In this discussion stocks of bank hold- 
ing companies which head the group or- 
ganizations are classed as bank stocks, 
though with the full knowledge that 
holding companies are not banks nor in 
the banking business. Since holding 
company stocks constitute ownership of 
control, this classification seems justi- 
fied. These companies usually own all 
of the stock of the member banks except 
the directors’ qualifying shares. The 
arrangement resembles the fixed or semi- 
fixed investment trust. In some cases 
the similarity to bank stocks becomes 
extremely close by the inclusion of the 
double liability clause contained in bank 
stocks in the holding company stocks. 

The banks that are moving for a 
wider distribution of their stocks are 
taking a cue, consciously or unconscious- 
ly, from the public utilities. The meth- 
od of obtaining wider distribution is 
through lower issuing prices or dilution 
of outstanding stock by issuance of 
stock dividends to bring the price down 


to the means of small investors and 


For the first time in his- 
508 


speculators. 


tory bank stocks are becoming no longer 
the investments of only the wealthy. 


Benefits 


HE advantages immediately sought 

from wider distribution of stock— 
in addition to the easier method of rais- 
ing funds—are the same as those sought 
by the utilities. First is the promotional 
value. Both customers and depositors 
feel pride in owning a few shares of 
their bank’s stock, and that interest 
makes them better customers and de- 
positors. That interest really makes of 
each one a potential—in many cases an 
actual—new business getter and promo- 
tion agent for the bank. 

The second advantage is less frequent- 
ly admitted, but equally potent. Wide- 
spread public ownership of bank stocks 
is important politically. The larger 
groups working for greater concentra- 
tion and more liberal legislation have 
not been slow to sense this, just as the 
public utilities were not slow. Each 
stockholder is a voter. In fact, he is a 
political power in his precinct in many 
cases, for those persons sufficiently well- 
to-dc to own a few shares of stock usu- 
ally are persons of some standing. 

Ownership of property, real or intangi- 
ble, not only is an excellent antidote for 
radicalism of all kinds. It makes the in- 
dividual vigilant as to the welfare of his 
properties. Being a voter of importance 
he is excellent insurance against dis- 
turbing legislation. And if he owns 
shares of institutions engaged in expan- 
sion and concentration programs, he may 
be an important force in working for 
modification of the present banking 
statutes. 


Increased Marketability 


ROM the standpoint of bank stock- 
holders, wider distribution and list- 
ing on stock exchanges adds the asset 
of ready marketability to his holdings, 
practically for the first time in history. 
True, the high priced bank stocks of the 
past have been quoted in the market 
(Continued on page 566) 
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SIEGEL CREATER 


SEY 


TO INDUSTRY STEEL BRINGS BRAWN 


‘AN INDUSTRIAL DEVELOPMENT —IMAGINATIVE DESIGN BY HUGH FERRISS. AN ENLARGEMENT, ON SPECIAL STOCK FOR FRAMING, 
WILL BE MAILED WITHOUT CHARGE TO ANY ARCHITECT, ENGINEER OR BUSINESS EXECUTIVE. 


STEEL is the modern beast of burden . . . long proved 
best fitted to shoulder the world’s work. In its clean, 
compact sinews is equal resistance to tensile, compres- 
sive and shearing stress. Steel, the strongest building 
material known to man, can have no hidden weaknesses 
... it is worked and reworked at the mills, rolled and 
rerolled, tested and tested again. 

In industrial plants, steel withstands the incessant 
vibration of flashing machines and the changing stresses 
of constantly shifting loads. It is elastic and tough. 
It is the only material that can be depended upon to 
recover fully when loads are removed or shocks cease. 


The co-operative non-profit service organization of the 
structural steel industry of North America. Through its 
extensive test and research program, the Institute aims 
to establish the full facts regarding steel in relation to 
every type of construction. The Institute’s many publi- 
cations, covering every phase of steel construction, are 


Steel offers the same great strength, resilience and 
permanence to small factories, to sma]l apartment and 
mercantile houses, to homes, schools, and small as well 
as mammoth bridges. It saves building time, provides 
more floor space. It is most economically erected in 
any climate—any weather—wherever and whenever 
men can work. 

Before building anything find out what steel can do 
for you. The Institute serves as a clearing house for 
technical and economic information on structural steel, 
and offers full and free co-operation in the use of such 
data to architects, engineers and all others interested. 


available on request. Please address all inquiries to 200 
Madison Avenue, New York City. Canadian address: 
710 Bank of Hamilton Bldg., Toronto, Ontario. District 
offices in New York, Worcester, Philadelphia, Birming- 
ham, Cleveland, Chicago, Milwaukee, St. Louis, sedans 


Dallas, San Francisco and Toronto. 


AMERICAN INSTITUTE OF STEEL CONSTRUCTION 
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Planned Reserves 


Asin primary function of the Secondary Reserve or bond portfolio of a 
bank is to act as a supplement to the Quick Reserve. It must have 
sufficient liquidity to meet abnormal demands and at the same time 
serve as a major source of income. 


The additional income obtainable from operating the Secondary Reserve 


AN 
EXAMPLE: 


Some time ago we made an examination 
of a state bank located in a midwestern 
state. The experience of this institution 
during the previous five years indicated a 
normal net demand expectancy of approx- 
imately $200,000. The net quick assets— 
after providing for legal reserve require- 
ments and day to day cash and exchange 
needs totaled $250,000. 


The Secondary Reserve totaled 
$300,000 — adequate in amount to meet 
any probable abnormal need that might 
arise. However, the rising trend of bond 
prices and the indicated opportunity for 
profit resulted in unusually heavy turn- 
over in the bond account. High grade 
bonds which were quoted a few points 
above cost were exchanged for less desir- 
able issues which were available at lower 
prices. 

A revision of the Secondary Reserve 
was recommended involving the estab- 
lishment of a short term revolving fund 
of 1-5 year maturities, equally distributed 
as to years of maturity, amounting to 
$75,000 or 25% of the account. Amedium 
maturity group (6 to 10 year maturities) 
of $75,000 equally distributed as to years 
of maturity was also set up, as well as a 
like amount of highly marketable longer 
term bonds (over 5 year maturities). It was 
suggested that the remainder be invested 
in readily marketable long term bonds. 
Sound diversification among high grade 
obligations was recommended. 

This structure provided for regular 
reinvestment, the desirability of which 
was stressed. As a result of the adoption 
of this program the market value of the 
bond portfolio of this bank has always 
compared favorably with cost. Very satis- 
factory income has been secured, neces- 
sary write-offs have been reduced to a 
minimum, and the ability of the Secondary 
Reserve to function in the event of abnor- 
mal need has been materially enhanced. 


as a means for securing speculative profits rare- 
ly is sufficient to offset the danger of destroy- 
ing its ability to perform its essential functions. 
Such operation is often unintentional and isa 
primary cause for unsatisfactory experience 
with bond portfolios. It can be traced usu- 
ally to the lack of a clearly defined program 
devised to meet the requirements of the bank. 


It is possible to lay out a plan of opera- 
tion that will function efficiently and pro- 
vide a satisfactory income. This is a pecul- 
iarly appropriate time to consider the matter 
because of the abnormal conditions which 
now prevail and the low return obtainable 
from Quick Reserve assets. 


For over 37 years A. G. Becker & Co. has 
been closely associated with the investment 
problems of banks. We are equipped to as- 
sist you in making a comprehensive analysis 
of your requirements and in determining a 
definite plan of operation. The use of our 
facilities does not place you under any ob- 
ligation. May we serve you? 


A. G. Becker & Co. 


Bonds, Stocks, Commercial Paper 


54 Pine Street, New York 
100 South La Salle Street, Chicago 
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Can Central Banks Control 
Price Movements? 


By M. H. DE Kock 


Cost and Volume of Credit Only Two of Many Factors Affecting 
Level of Commodities. Questions Doctrine That Prices Can Be 
Controlled or Stabilized by Artificial Injections or Withdrawals 


of Funds. 


INCE the war the central banks 

of Europe and the Federal re- 

serve banks of the United States 

have undertaken to exercise a 
greater measure of control over credit 
than was previously the case. Owing to 
changed conditions and circumstances 
arising out of the war, the gold standard 
could no longer be allowed to operate 
more or less automatically as in pre- 
war days. The United States had come 
into possession of an undue proportion 
of the world’s stocks of monetary gold 
(over 40 per cent), while several coun- 
tries had an inadequate share, and 
everywhere a greater concentration of 
gold reserves in the vaults of central 
banks had taken place. As a result 
central banks became obliged to take a 
more active part in the monetary and 
banking affairs of their respective coun- 
tries, 


Results of Concentration 
N a recent book entitled “Gold and 


Central Banks” Dr. Mlynarski 
pointed out clearly how in pre-war days 
gold coins in circulation and gold re- 
serves in the vaults of commercial banks 
served as a first line of defense in the 
event of a loss of gold for export pur- 
poses, and central banks were only 
called upon for gold shipments when 
the situation had become really serious. 
With greater concentration of gold in 
vaults of central banks, however, they 
have been more promptly affected by a 
drain of gold, and their position has be- 
come more sensitive to economic changes 
generally, and consequently they have 
to act more frequently and promptly. 
It cannot be reasonably argued that 
prior to the war central banks adopted 
a strictly passive attitude, but the point 
is that since the war conditions have 
necessitated their being less passive and 
more active. 

Moreover, the public has come to take 
a greater interest in the operations and 
policies of central banks, and to demand 
more active participation and credit con- 
trol by them. Both in and outside the 
legislatures of several of the principal 


A Mirage 


HE world seems to be 

looking more and more 
to the great central banks 
as guardians of general eco- 
nomic welfare and guaran- 
tors of stability. An old 
doctrine in new dress is be- 
ing urged to the effect that 
commodity prices can be 
controlled by regulating the 
volume of available credit. 
Mr. M. H. de Kock is a 
South African economist. 
He has observed the opera- 
tions of central banks all 
over the world. He believes 
that the most one can ex- 
pect of central banks is aid 
in “ironing out’ commod- 
ity fluctuations and busi- 
ness cycles. 


countries proposals have been made to 
the effect that central banks should be 
required by law or moral suasion to con- 
trol the volume and cost of credit with 
the deliberate intent of stabilizing the 
price level or eliminating cyclical fluc- 
tuations of business activity and main- 
taining continuous prosperity. Several 
economists have also urged that such a 
policy be adopted by central banks. 
For example, Professor Cassel, the 
Swedish economist, has stated on 
various occasions that central banks 
should consciously aim at stabilizing 
the price level by reducing or increasing 


511 


Can Do Little More Than Minimize Fluctuations. 


the volume of bank credit according as 
price indices show or are estimated to 
show an upward or downward trend, 
with a view to offsetting such trends. 
As the purchasing power of the Ameri- 
can dollar has more or less become the 
standard for the international price 
level, it is usually submitted that. the 
task of stabilizing the price level should 
be undertaken in the first place by the 
Federal Reserve System of the United 
States. Professor Cassel even attrib- 
utes the stable price level in the United 
States in the 1925-28 period to a de- 
liberate policy on the part of the system 
with that definite object in view, and 
says that the system has proved thereby 
that it can be accomplished. 

There are, however, two other impor- 
tant schools of thought in connection 
with the foregoing matter. The one 
holds that central banks do not have it 
within their power to prevent fluctu- 
ations in the price level, since the cost 
and volume of credit represent only one 
of the factors determining commodity 
prices. It is even doubtful whether, in 
so far as credit can be held to be re- 
sponsible for price fluctuations, central 
banks can control credit promptly and 
effectively enough. The other holds that, 
even if it were made possible for central 
banks by means of prompt adjustments 
in the cost and volume of credit to offset 
upward or downward movements in the 
price level effectively, they should not 
deliberately aim at doing so to the ex- 
clusion of other considerations of policy 
which might be more conducive to the 
general economic interests of the country 
or countries concerned. 


A Glance Backward 


HE experience which the world has 

had with price fluctuations during 
the past five or six years has given an 
excellent opportunity to consider and de- 
termine not only to what ‘extent under 
modern conditions central banks could 
stabilize the price level if they were to 
attempt to pursue that policy in toto, 
but also to what extent in the interest 
of economic welfare they could reason- 
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ably be expected to seek to prevent price 
fluctuations. 

After the lowest point had _ been 
reached during the 1920-22 period of de- 
flation and liquidation, commodity prices 
generally rose in 1923 coincident with 
an expansion of business activity, but 
since 1924 there has been a more or less 
persistent downward trend of the price 
level in most countries. Of the coun- 
tries which have stabilized their cur- 
rencies at their pre-war gold parity, 


Federal Reserve Bank of New York °& 


Great Britain and Sweden have 
experienced a larger as well as 

a more continuous decline in 

prices than Holland, Switzer- 

land, Australia, South Africa 

and New Zealand, and these in 

turn have had a more pro- 

nounced drop in prices than the 

United States and Canada. The latter 
countries showed comparatively little 
variation in their wholesale price indices 
between 1924 and 1928. Since the be- 
ginning of 1929, however, all countries 
have been subject to more or less the 
same decline in commodity prices. For 
example, between the middle of 1929 and 
that of 1930 both Great Britain and the 
United States showed a drop of 14 per 
cent in their wholesale price indices. 


Recent Decline Different 


HE foregoing seems to indicate that, 

while during the five years 1924-28 
the differences in the decline of the price 
level between one country and another 
may have been caused primarily by dif- 
ferences in the degree of deflation car- 
ried out by such countries, since the be- 
ginning of 1929 a common factor has 
been at work. It may be submitted by 
some that this common factor was fur- 


ther deflation carried out under the 
strain of inadequate gold reserves, re- 
striction of credit and high money rates 
in most countries throughout the greater 
part of 1929, and consequently that in- 
sufficient supplies of credit were respon- 
sible for practically the entire decline 
in prices. 

It is true that the cost of credit to 
trade and industry was comparatively 
high during a large part of 1929, but 
every effort was made by the principal 


Reichsbank 


central banks through open market 
operations or other means to obviate the 
necessity for restriction of bank credit 
for business purposes. It was attempted 
only to restrict the undue flow of bank 
credit into speculative channels, and the 
highest rates were paid only for specu- 
lative purposes. In both the United 
States and Great Britain, the two coun- 
tries which under present-day conditions 
determine the international price level, 
all legitimate business demands for 
credit were fully met by commercial 
banks aided by the Federal Reserve 
System and the Bank of England respec- 
tively in accordance with a definite 
policy. In Great Britain this took place 
even with a diminishing gold reserve, 
the volume of bank cash in the London 
money market being kept at a more or 
less constant level by purchases of gov- 
ernment securities by the Bank of Eng- 
land corresponding in amount to the net 


exports of gold. It cannot justifiably be 
said, therefore, that curtailment of bank 
credit was responsible for the consider- 
able decline in prices during any part 
of 1929 and the first half of 1930, or 
even that the increase in the cost of 
credit was a substantial contributing 
factor. 

Moreover, the fact that after the 
speculative crisis of October, 1929, the 
prompt establishment of comparative 
monetary ease in the United States, 

Great Britain, and a large 
part of continental Europe 
did not appear to do any- 
thing to check the down- 
ward trend of prices and 
that six months of very 


easy money have not yet 
brought about certainty in 


Bank of England 


the commodity price situation seems to 
show that there must have been some 
other potent force at work. The most 
that may be said of the high money 
rates which prevailed in 1929 is that 
they probably tended to accentuate the 
drop in prices caused by that other 
factor. In the same manner, of course, 
the recession of business activity, which 
set in during the latter part of 1929, 
may be represented as having intensified 
rather than caused the recent price 
decline. 

The driving force behind the signifi- 
cant fall in commodity prices during the 
past two years may perhaps best be de- 
scribed as the culmination of the efforts 
of industrialists and other producers to 
lower their costs of production by in- 
creasing their total output as well as 
that per unit of labor. As a result of 
the combined working of improved 
methods, greater efficiency and mechani- 
zation, increased mass _ production, 

(Continued on page 573) 
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90% of the Best 
Individual Bank 


Customers and, 


PROFIT FROM THESE CONTACTS 


In every American city there are selected groups of 
families who are foremost in its social, commercial 
and civic life. The importance of cultivating this 

rich market cannot be overstressed. @ There is no 
better method of approach to these prospects than by developing A. B. A. Cheque 
sales. They must come to the bank to buy their cheques and you reach them at a 
time when bank facilities are most needed. They must arrange to have their affairs 
attended to during their absence. They will be interested in trust services, securities 
management, silver storage, safe deposit. ¢ And this contact with your customers 
is maintained even while they are away, for on every A. B. A. Cheque you sell them 


appears the bank’s name—an important and exclusive A. B. A. feature. 


ABA CHEQUES 


OFFICIAL TRAVEL CHEQUE OF AMERICAN BANKERS ASSOCIATION 
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RESOURCES MORE THAN ONE BILLION DOLLARS 


Bank of America 


National Trust & Savings Association 

@ 


CALIFORNIA 


A CONSOLIDATION OF 


BANK OF ITALY 


NATIONAL TRUST & SAVINGS ASSOCIATION 


Effective 


AND 


BANK OF AMERICA 


C oA L I F O R 


HE CONSOLIDATION of these institu- 

tions unites the resources, facilities, 
service, prestige and good will of two great 
statewide banking organizations and 
marks one of the greatest forward strides 
in the financial progress of America. > It 
completes the structure begun by A. P. 
Giannini, bringing to every center of bus- 
iness, of industry and of agriculture in 
California the complete metropolitan serv- 
ice of this billion dollar bank. » The 
growth of Bank of Italy National Trust 


Corporation of America 


and 
Affil 


IDENTICAL IN OWNERSHIP 


November Third 
Nineteen Thirty 


I A 


and Savings Association and Bank of 
America of California is one of the out- 
standing features of American banking 
history. Both organizations have distin- 
guished themselves in constructive 
achievement and in helpful, human, state- 
wide banking service. They have attracted 
a combined patronage greater than that 
of any other bank in the United States. 


‘Bank of America National Trust &> Sav- 
ings Association...a National Bank...and 
Bank of America... a California State Bank 
... are identical in ownership and management 
438 offices in 243 California cities. 
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How BlueSky Laws Work 


By CHARLES H. BOWEN, JR. 


Department of Economics, University of California 


Forty-Six of Forty-Eight States Have Legislation Designed to 


Protect Investors. 
or Less Common to All. 


Many Fundamental Provisions Are More 
Effectiveness Can Be Considerably 


Augmented by Concentrating on Prevention Instead of Cure. 


F the number of requests for infor- 

mation a security commissioner re- 

ceives in his daily mail can be taken 

as an indication of public interest 
in the blue-sky laws, then it is safe to 
say that there has been a marked in- 
crease of interest in recent months. 
Qne can go still farther and take the 
varied nature of such requests, and the 
diversity of occupations of those seek- 
ing information as an index of the lack 
of readily available information on the 
subject. 


Two States Without Laws 


HE passage of blue-sky laws seems 
to have become almost universal, 
forty-three of the forty-eight states 
having enacted such laws, and three 
others, Maryland, New Jersey, and New 
York, having laws which are somewhat 
similar, but which are not known as 
blue-sky laws. These are patterned after 
the so-called Martin Act of New York 
state and give the attorney general cer- 
tain powers in the regulation of securi- 
ties. This leaves but two states, Dela- 
ware and Nevada, without a security 
law in some form, although the ex- 
emptions and other provisions of the 
laws of some states are so liberal as to 
render them of little effect. Texas, for 
example, exempts all concerns which 
have been in business for two years and 
are still solvent, while Colorado, in ad- 
dition to liberal exemption clauses, sets 
the maximum penalty for first offenders 
in breaking its law at $2,000 and two 
years’ imprisonment. A penalty as light 
as this might not be much of a deterrent. 
State security laws, as one would 
naturally expect, differ considerably in 
severity and in their specific provisions. 
They are the same, however, in the main 
and in the objects which they seek to 
accomplish. I have selected the Wash- 
ington law for discussion, not because it 
is more representative than some others, 
or because it is necessarily excellent, but 
because I am more familiar with its 
administration. Moreover its law is not 
far different from the average of the 
more effective state laws. 
The Washington securities act ex- 
empts from its provisions: 


E VEN the highest legis- 
lative wall can not 
protect an investor from 
fraud or unfair promotions 
if he is determined to leap 
and look afterward. Blue- 
sky laws go far, however, 
toward providing insula- 
tion against bogus stock 
salesmen and toward mak- 
ing it difficult to obtain 
permits for unethical is- 
sues. Enforcement in some 
states does not end with re- 
fusing permission to sell se- 
curities, but includes pres- 
sure on promoters, forcing 
them to conform to certain 
requirements. 


(1) All national banking associations 
and other corporations organized and 
existing under and by virtue of the acts 
of Congress of the United States. 

(2) All insurance companies author- 
ized to transact business within the 
state and all corporations transacting 
a banking or trust company business 
within the state. 

(3) All building and loan and sav- 
ings and loan companies, corporations, 
or societies authorized to do business 
within the state. 

(4) All public utilities subject to the 
regulation of the director of public 
works. 

(5) All companies organized without 
capital stock and not for pecuniary gain 
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and exclusively engaged in educational, 
benevolent, charitable, or reformatory 


. purposes, and companies organized on a 


membership basis for social, athletic and 
educational purposes. 

(6) All enterprises engaged in metal- 
liferous mining as their principal busi- 
ness. 


Others Less General 


LL these provisions, except the last 
one, are common to nearly all biue- 
sky laws, and in addition, a majority of 
the other states exempt securities issued 
by foreign governments and their sub- 
divisions as well as those issued by any 
state of the United States and their sub- 
divisions. Over half of the state se- 
curity acts also exempt all securities 
listed on certain of the recognized ex- 
changes of the country. The New York 
and Chicago exchanges are the ones 
most frequently mentioned, each having 
seventeen states accepting its listings 
as entirely satisfactory, while the Bos- 
ton exchange is in third place, being 
mentioned in the laws of fifteen states. 
Having listed the exemptions, the 
Washington law states that all other 
companies shall receive a permit from 
the director of licenses before selling or 
offering for sale any of its securities 
within the state. The law then sets 
forth the information which the issuing 
corporation must supply with its appli- 
cation, and the duties of the director of 
licenses in examining it. The act fur- 
ther provides that agents and brokers 
doing business within the state must 
receive certificates or licenses to trans- 
act business. Fees of $10 and $25 are 
charged for filing an application to sell 
securities, the fee depending on the 
capitalization of the firm; and the fees 
for brokers’ and agents’ certificates are 
$25 and $5 respectively, with a lower 
rate for renewals. All decisions of the 
director of licenses are subject to review 
by the courts, as is the case in most of 
the other states. 


Enforcement 


UT as important as the laws them- 
selves are the means used to secure 
their enforcement. Here again diversity 


N 
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is the rule. Each state seems to have 
its own ideas as to the officer best fitted 
to secure enforcement, and we find bank 
commissioners, railroad commissioners, 
secretaries of state, and departments of 
commerce among those responsible for 
blue-sky law enforcement. To show how 
great this diversity is, the accompanying 
table may be helpful. The actual admin- 
istration of the law, however, is usually 
handled by an appointed deputy, because 
the numerous other duties of the enforce- 
‘ment officer mentioned in the law prevent 
his personal attention to the matter. For 
example, in the state of Washington the 
director of licenses appoints a supervisor 
of securities who is given charge of the 
securities division of the department of 
licenses. 

Reverting again to the situation in 
Washington, we may consider the volume 
of business handled. The administration 
was changed from the office of the sec- 
retary of state to that of the director 
of licenses on June 15, 1929; and during 
the next twelve months, in addition to 
the number of brokers’ and agents’ cer- 
tificates issued. approximately $120,000,- 
000 worth of securities were passed 
upon. This figure, which indicates a 


volume of more than $383,200 in securi- 
ties for every working day in the year, 
does not include the applications for the 
issuance of stocks which were so obvi- 


ously low-grade that they were returned 


immediately to the issuers with the filing 
fees. No official records are kept of the 
number of applications so returned, but 
the supervisor says that they involved 
sufficiently large sums of money to rep- 
resent a substantial saving annually for 
unwary purchasers within the state. 
Of the applications investigated only 
about 3 per cent were not granted per- 
mission to sell the securities, and less 
than 5 per cent of the brokers’, and 
very few of the agents’, certificates were 
refused or revoked. This should not be 
taken, however, as being in any sense a 
measure of the extent of rejection in the 
form presented. 


Remedial Action 


ERHAPS the most significant means 

by which protection has been ex- 
tended to the investing public, yet one 
which does not show itself in the rec- 
ords of the department other than its 
files of correspondence, is that of im- 
posing conditions of issuance which con- 
tribute to safety. The department has 
adopted the policy that its function is 
to extend protection to the investors, 
not to refuse permits to sell those se- 
curities which do not meet its every de- 
tailed standard. With this in mind the 
department has considered it better to 
bring the sub-standard securities up to 
requirements, rather than to refuse 
flatly to authorize sales. This accounts, 
in part, for the small percentage of ap- 


plications from issuers which were not 
granted. 

The process of standardization, or im- 
provement, may be conveniently divided 
into two parts. In the first place, an 
investigation is made to see that the 
property on which the issue is based 
has actually passed with clear title to 
the issuer and has not been placed in 
the balance sheet of the company at a 
valuation in excess of a fair appraisal 
of its true value. This was found neces- 
sary because some of the less responsible 
issuers were either careless or wilfully 
negligent in changing the title of cer- 
tain properties from the officers to the 
company itself. Others neglected to 
show mechanics’ liens and other tmpair- 
ments to a clear title. The investiga- 
tion also seeks to find out whether a 
business of this type has a reasonable 
chance of success. 


Further Protection 


HE second phase of the standardiz- 

ing process is one which some is- 
suers think exceeds the authority 
granted by the law. Here the super- 
visor of securities seeks to protect the 
investors from inadequately backed bond 
issues, and from practices which are not, 
in his opinion, fair and equitable. If 
preferred stock is to be issued it must 
be backed by an adequate cushion of 
common stock which has actually been 
paid for, not issued to the promoter for 
his services, or used as “sweetener” in 
the promotion. Where voting rights are 
given exclusively to the holders of com- 
mon stock, the supervisor frequently in- 
sists that the preferred stock holders 
shall share in the voting if four semi- 
annual dividends have been passed. 
Furthermore, in certain circumstances, 
when preferred stock is sold in blocks 
or units, he may insist that a share of 
common stock be included in the unit so 
that the purchaser shall have some voice 
in the management should he choose to 
exercise it. 

Perhaps a few selected examples from 
the files of the department, from which 
all identifying material has been re- 
moved and fictitious names substituted, 
will bring out the operation of this 
process more clearly. 


One Specific Case 


HE “Majestic Hotel Corporation” 

applied for a permit to sell 2,500 
shares each of preferred and no-par 
value common stock in a community 
hotel to be built in a certain Washing- 
ton city. The hotel itself was to be 
financed through the sale of preferred 
stock to the citizens of the community, 
and the common stock, carrying with it 
the exclusive voting rights, was to be 
given to the promotion group in ex- 
change for the land. The promoters also 
formed an operating company to furnish 


and operate the hotel under a lease from 
the hotel corporation which guaranteed 
to the promoters a substantial profit. 
The promoters also requested an allow- 
ance of 20 per cent for selling expense 
on all stock sold. 

In this case the supervisor ruled that 
it was not fair and equitable for the 
promotion group, through an investment 
of from $40,000 to $50,000 in the land on 
which the hotel was to be built, to have 
absolute control of both the building and 
operating companies, while the holders 
of the preferred stock, who were to in- 
vest over $500,000 in the enterprise, 
were given no voice in the management. 

The permit which was finally issued 
to the company authorized the sale of 
common stock only, and allowed no sell- 
ing expense on the shares of stock pur- 
chased by the promotion group itself. 
It further provided that no stock was 
to be issued for the lease. Under the 
revised plan it was felt that the in- 
vestors were given an opportunity to 
share on more equal terms with the pro- 
moters, the profits from the operation 
of the hotel. 


Two Other Examples 


SMALL public service corporation, 

which we shall call the “Utilities 
Service Corporation,” applied for per- 
mission to sell 3,960 shares of no-par 
common stock at $1 and 3,960 shares of 
no-par preferred stock at $25, with the 
voting rights held by the common stock 
exclusively, except in event of failure 
to pay dividends on the preferred for 
a period of two years. The laws of the 
state allow the issuance of no-par value 
stock at the discretion of the trustees 
of a corporation for services rendered, 
franchises, and the like. Thus the pro- 
moters would have been able to issue 
such stock as they saw fit and to manage 
the corporation in a high handed way 
for a period of two years regardless of 
the wishes of the preferred stock hold- 
ers, all this by virtue of an investment 
of only $2,000 in common stock. 

The supervisor held that this was not 
in the interests of the investors and re- 
fused to issue a permit to sell unless the 
stock be sold in units of one share of 
common with each share of preferred. 
Permission was finally given to sell the 
stock in units at $31 per unit, $25 for 
the preferred and $6 for the common, 
both classes of stock being given equal 
voting rights. 

A third case is that of the “National 
Holding Corporation.” This company 
wished to sell $701,000 worth of stock, 
40,000 shares of preferred to be sold to 
the public at $17.50 per share, and the 
promoters were to take 20,000 shares of 
common for a consideration of $1,000. 
There was a clause in the company’s ar- 
ticles of incorporation to the effect that, 

(Continued on page 543) 
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“Here’s Your Party 


A click, a momentary pause, 
and you are talking with an offi- 
cer of Central Trust Company 
of Illinois—the Chicago office 
for your bank. A few brief 
minutes after you put down 
the receiver, your business 
is being promptly attended to 
under the supervision of the 


proper officer. 


Whenever speed is a consid- the CENTRAL Group 


Central Trust Co of 
eration—use the telephone, Canizal:lilinoss Company = 
Central-Illinois Securities Corporation 


use Central Trust Company 


of Illinois. 
Telephone Franklin 7400 


CENTRAL [RUST 


COMPANY OF ILLINOIS 
208 South La Salle Street 
CHICAGO 
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An American Manufacturer visits 
foreign markets —Michaeler Street 
in Bratislava, Czechoslovakia. 


Increasing 
Profits 


MANUFACTURER Who pur- 


chased raw material from 
commission merchants desired 
to visit European markets and 


make his purchases directly. 


He did not wish to carry a large 
amount of cash but since he did not 
know in what countries he would buy; 
from whom he would buy; in what 
quantities; nor on what terms; he felt 
that the financial obstacles of the trip 


would be insurmountable. 


He brought his problem to the 
Irving and after the nature of his ex- 
pected purchases were outlined, we 
recommendedan assignable documen- 


tary letter of credit for an amount in 


© Ewing Galloway 


dollars equal to the maximum amount 


that he intended to spend. 


The money was made available by 
drafts on the Irving ranging from sight 


to 120 days and permitted him to assign 


portions of the credit to various sellers 


under widely ranging selling terms. 


This method of financing resulted 
in more favorable prices for his raw 
materials and consequently gave him 
increased profits from his manufac- 


tured products. 


IRvING [RUST COMPANY 


Out-of-Town Office— Woolworth Building 


New York 
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Group System Trust Work 


By H. F. PELHAM 


Vice-President, Citizens & Southern National Bank, Atlanta, Ga. 


Plans Evolving in the Direction of Centralized Administration 
of Certain Services Without Disturbing Essentially Local Nature 


of Fiduciary Service. 


Problems of Estate Analysis, Taxation, 


Investments and Technical Operations Handled by Head Office. 


GROUP banking organization can 
maintain a variety of helpful 
services for its local trust units 
without encroaching upon the 

fundamental policy of autonomy in trust 
department operations. The central ad- 
ministration, in performing these ser- 
vices, need not jeopardize the high!y 
valuable, personal contacts of the local 
officers with their customers. Certain 
activities in particular can be handled 
by the group, among them the following: 
1. A trust examining body responsible 
to the group organization to maintain 
thorough audits and constructive exam- 
inations of the trust books and processes 
of the local units, thus offering virtually 
a running audit as a protective measure 
to the estates and trusts as well as an 
assurance to the parent bank and the 
respective units—these, of course, would 
be auxiliary to such examinations as are 
made by or required by the Federal and 
state trust regulations and probably 
would be in the nature of aids to the 
directors’ examinations. 


Facts on Securities 


Investment analysis facilities which 
@would include a central statistical 
department equipped to keep files of 
general and statistical data on all trust 
investments except possibly those of a 
purely local character at particular of- 
fices and also to determine upon and 
prepare periodically lists of such securi- 
ties as would be eligible for legal trust 
investments as well as to supply recom- 
mendations in cases where discretionary 
investment powers are conferred by 
trust instruments. 

38. An estate analysis department to 
analyze estates and thus to aid trust de- 
velopment for the various units and to 
recommend estate plans upon data sub- 
mitted to it by local offices. 

4. A taxation division to aid in Fed- 
eral, state, estate, inheritance and in- 
come tax and property tax problems of 
the estates throughout the system. 

5. A technical operations and advisory 
service to render available to all the con- 
stituent units the most advanced prac- 
tices, systems, processes, etc., so as to 
tend towards uniformity of administra- 


tive and executive practices of the high- 
est approved order among all, looking 
towards more economical operations for 
the benefit of estates and trusts as well 
as for profits accruing to the local unit 
and groups. 

6. A medium of exchange for ideas, 
experiences and information upon all 
phases of trust operation and develop- 
ment by all the units. 


Standard Forms 


A central purchasing and printing 
for standardization of 
equipment and forms (processes) as well 
as quantity purchasing economies and 
the facilities for confidential printing 
work. 

8. Coordination and general supervis- 
ing of trust development functions so as 
to bring the best available assistance to 
bear in the development of new trust 
business in accordance with recommen- 
dations of the respective local trust 
officials. 

9. A definite arrangement for educa- 
tion of bank staff officers, contact and 
trust employees along trust lines. 

Several of these aids which the group 
has to offer are not purely trust in char- 
acter, but the trust departments may 
participate in such of them used by the 
general banking department as are of 
possible assistance to the trust end of 
the work. 

From some of the leading trust 
groups we learn that their thought is 
to divert trust administration as largely 
as possible to the trust departments in 
the main cities. One northwestern bank 
advises that “we have been very slow in 
trying to develop this in the smaller 
towns throughout the territory and have 
about decided that in view of the fact 
that we have two large trust companies 
in the group we will endeavor to divert 
the trust business, or trusts of any size” 
to them “rather than to handle them in 
the smaller institutions. In view of the 
fact, however,” we are “doing business 
in five states at the present time, we 
have practically decided that we will 
eventually endeavor to concentrate the 
business of each state in one or two of 
the larger towns” in the _ respective 
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states. From a Pacific coast group we 
learn that they “have preferred to en- 
courage the diversion to the home office 
of such trust business as might develop 
among the unit banks believing that the 
trust department of a larger bank is 
better equipped to determine the advis- 
ability of accepting a trust prospect and 
of handling it properly, and are not en- 
deavoring to develop trust departments 
in those banks that either do not have 
trust departments now or have just re- 
cently begun to build them up.” 


Unit Autonomy 


OWEVER, most of the banks pre- 

ferred to administer estates locally 
so as to preserve the community char- 
acter of the institution and to give 
strength to the local unit rather than 
to detract from it. Personally, I am in- 
clined most strongly towards this latter 
view, as estate administration is pri- 
marily a local matter, and with strong 
help from the central group the effi- 
ciency of the local officers and employees 
can be increased most materially. I be- 
lieve that the theory should be the car- 
rying of trust facilities to communities 
which otherwise could not get metropoli- 
tan trust service at home. 

A bank and trust company whose 
units are located in a middle Atlantic 
state, commenting on this, says: “Trust 
business is highly specialized and it re- 
quires an unusual talent naturally and 
calls for men demanding a reasonably 
large compensation. Under our system 
we can afford to employ the proper type 
of men to head the trust departments 
and under their supervision the indi- 
vidual officers of our respective units 
can be properly guided in the handling 
of this work resulting in an additional 
advantage in that our system justifies 
the confidence of the largest estates 
which we can secure in this section.” 

A New York group writes that they 
are gradually finding that individuals 
whose estates are of some extent and are 
really worth while are inclining towards 
the naming of their local group unit in 
their wills “feeling sure that the experi- 
ence of the trust officers of” the big bank 

(Continued on page 569) 
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THIS NEW 


BURROUGHS 
handles every adding 


HETHER used for proving, transit letter writing or 

miscellaneous adding and listing, the new Burroughs 
Duplex does each kind of work with the efficiency of a specialized 
machine. 


It adds simultaneously in two different adding registers, with 
the amounts in both registers being totalled separately. Also 
various groups of amounts may be listed and a total of each 
group printed. Then, by the depression of a single key, the 
grand total is obtained without recapping. 


As a proof machine, it proves items in small batches and 
makes batch sheet for bank’s record and tape to accompany 
items—both originals—in one operation. Errors are localized 
to a few items, no time is lost in checking for errors and work 
is finished on time. 


On transit letters it enables the bank to use the Numerical 
Transit System. Positive identification of payer and endorser 
is shown with every amount. Totals and identification num- 


bers are printed in red. 


Because the same machine can handle all proving, transit 
letter writing and miscellaneous adding, it is an economical 
investment for any bank. It eliminates peak loads, saves 
the cost of specialized adding equipment and reduces operating 
expenses. The nearest Burroughs office will arrange a demon- 
stration at your convenience. 


BURROUGHS ADDING MACHINE COMPANY, DETROIT, MICH. 


ADDING : BOOKKEEPING - CALCULATING AND. BILLING MACHINES 


When writing to advertisers please mention the American Bankers Association Journal 
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job in the Bank 


Proving 
Proves items in small groups, localizes 


errors to a few items and facilitates 
balancing. 


Transit Letters 
Enables the bank to use the Numerical 


Transit System and makes transit letter 
writing a fast operation. 


New Burroughs 
Duplex Adding Machine 


General Addition 
Has flexible keyboard, duplex adding 
feature, prints ciphers and punctuation 


automatically, thus ideal for all adding 
and listing. 


ADDING : BOOKKEEPING : CALCULATING AND BILLING MACHINES 


When writing to advertisers please mention the American Bankers Association Journal 
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SUPER 
LEAVE 


SEND FOR 
AND WE'LL 


We’D LIKE to fill this page with words and pictures ex- 
plaining the intricate laboratory tests that have proved 
the superiority of Super-Safety Check Paper—that 
credited it with many times the tensile strength and 
foldability of other check papers. . . . 
you're too busy to study scientific text and micro- 


But we know 


photographs. So we’re asking you just to set up a 
little laboratory of your own on your desk! 

Write on your business letterhead for six assorted 
samples of Super-Safety. When they arrive, take two 
minutes for their testing. And don’t trust the job to 
any one else! 

Begin by folding Super-Safety, remembering that 
seventeen people handle the average check in its life- 
time. Crease it over and over. You'll tire out before 


Super-Safety breaks! . . . Impatient hands tear checks 


TODD DISTINCTIVE 


SAMPLES 
TO YOU! 


THE REST 


from stubs and spindles. Tear Super-Safety and notice 
the extra-long fibers that make each check strong 
. Write on 
Super-Safety’s satin-smooth surface and see how per- 


. Use knife, 


eraser or eradicator on what you've written, and see 


enough to support the weight of a man... 
fectly and promptly ink is absorbed. . . 


the glaring spot that results. 

Think what these tests mean to your depositors in 
protection—to you in prestige! Consider Super-Safety’s 
pleasant pastel colors and dignified pattern. Remember 
that it costs no more than other kinds of check paper. 
Then . . . address your inquiries to The Todd Com- 
pany. Bankers’ Supply Division. Rochester, N. Y. 
Offices also in Boston, Brooklyn, Buffalo, Detroit, 
Cincinnati, Chicago, St. Paul, Des Moines, Birming- 
ham, Dallas, Denver, Spokane. 


BANKERS* SUPPLIES 
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The Sales Tax Reappears 


By WILLIAM PICKETT HELM 


Latest Conference of State Governors Heard New Arguments 
for Raising Revenue by Rates Based on Retail Commodity Trans- 
actions. Only Two States Are Now Adhering to This System. 
Estimate $500,000,000 Yearly Possible From 1 Per Cent Levy. 


N the early days of the summer, at 

the annual Conference of Gov- 

ernors, the chief executives of two 

states—Governor Conley of West 
Virginia and Governor Hardman of 
Georgia—revived discussion of the saies 
tax as a logical, simple and efficient 
method of raising revenue, and thereby 
brought to light the fact that this meth- 
od of taxation is by no means relegated 
to the discard but, on the contrary, is 
growing in popularity to a degree real- 
ized by few business men and public 
officials of the country. 

Mr. Conley and Mr. Hardman spoke 
somewhat enthusiastically of their own 
experiences in collecting state revenues 
by means of the sales tax. They repre- 
sent the only two commonwealths that 
have adopted the tax in unmodified form. 
West Virginia’s sales, or turnover, tax 
has been on the lawbooks for nearly ten 
years. Georgia’s sales tax law was en- 
acted about a year ago and is a tempo- 
rary measure, expiring with the close 
of 1931. 


Modified Forms 


IHESE are the only simon-pure sales 
tax laws on the statute books of the 


forty-eight states. Roundly modified, 
however, the sales tax principle has been 
enacted into law by four other state 
legislatures, those of Pennsylvania, 
Connecticut, Delaware and Missouri. 
Certain groups of manufacturing or 
mercantile enterprise, rather than the 
general selling public, bear the levies in 
those four states. The levies are made 
on gross income, either by the states 
themselves or local governments; and as 
the tax is applied to the gross receipts, 
rather than to the net profits, it may 
properly come within the scope of the 
definition of a sales tax. In addition, 
the principle has been written into law 
by the Philippines and Porto Rico, al- 
though in these dependencies its opera- 
tion is somewhat circumscribed. 

In New York, the sales tax is reported, 
as this article is written, to be engaging 
the interest of Governor Roosevelt’s spe- 
cial tax commission and a sales tax may 
be recommended to the legislature. 

Thus, so far as the American taxpayer 
is concerned, the sales tax, up to the 
present time, is simply a form of state 


I, 


Back Again! 


ONGRESS and the 

legislatures of many 
states, predicts the writer, 
will have to reckon on re- 
vived interest in the sales 
tax. Considerable opposi- 
tion to this method of taxa- 
tion exists but its advocates 
are becoming more insis- 
tent. The article contains 
figures showing that a 2 per 
cent rate charged against 
the final sales of commodi- 
ties in their present volume, 
would yield about $1,000,- 
000,000 annually. This sum 
approximates the total 
yearly income tax collected 
from individuals. 


or local taxation. Nine years ago, when 
the first Federal income tax reduction 
from the wartime schedules was under 
discussion in Congress, a strong effort 
was made by certain business interests 
to have the sales tax enacted as a Fed- 
eral law. The Senate finance committee 
advocated it and the measure received 
twenty-five votes on the floor, lacking 
eight of a majority. But the House, 
strongly so-called Progressive, declined 
to consider the proposal seriously; and 
as a Federal measure the proposal 
seemed effectually vetoed. 

Now, however, it is being revived. 
Senator Smoot, chairman of the Senate 
finance committee, in a recent interview 
declared his conviction that the tax “was 
bound to come,” and placed its probable 
enactment at within a decade. He said: 

“We must come to the sales tax 
some day. It is so simple of applica- 
tion, and its application is fair to all 
classes. It has been said that the sales 
tax would transfer the tax burden to 
the backs of the poor, but that is non- 
sense. The rich will pay the heavier 
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taxes because the rich buy high-priced 
automobiles, diamonds, costly furs, and 
huge homes. The rich pay $125 to $200 
for a suit of clothes and the poor man 
pays but $25 to $50. In just that pro- 
portion the rich would pay the heavier 
tax. 

“Nobody can evade this tax. It does 
away with hordes of Federal snoopers. 
It reduces the cost of collections. It 
eliminates costly law suits. Business 
can plan ahead for years, knowing exact- 
ly what tax it will have to pay. All 
uncertainty is eliminated. All confusion 
is ended. 

“When a change in rate is desirable, 
there will be no need for redrafting a 
whole law. Only one word need be 
changed. Instead of saying 1 per cent 
we can substitute % of 1 per cent, and 
the new rate is enacted. The sales tax 
is the most effective, the most just and 
the most equitable of all taxes. Its 
adoption is only a question of time.” 


Mellon’s View 


ECRETARY MELLON’S advocacy of 

a general sales tax dates back almost 

to the beginning of his public career. His 

immediate subordinate, Ogden L. Mills, 

Undersecretary of the Treasury, thus 
states his views: 

“Other things being equal, it would 
be desirable in this country to test by 
actual practice, side by side, the com- 
parative virtues of the sales tax and the 
income tax.” 

Back in the days when the sales tax 
was advocated as a measure of Federal 
relief for high income and profits taxes, 
many large business associations favored 
it. The Chamber of Commerce of the 
United States held a referendum, and 
of the 1800 votes cast, more than 1400 
favored a sales tax in some form. The 
National Association of Manufacturers 
backed the idea by a big majority of its 
membership. The Merchants Associa- 
tion of New York advocated it by unani- 
mous vote of its directors. 

Recently a private organization under- 
took a survey of sales tax sentiment 
among large and small business inter- 
ests. Of the 13,500 replies received to 
its questionnaire more than 11,000 
favored the tax “as a substitute for 
the present income corporation tax” 
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and fewer than 2500 opposed it. The 
opposition was based largely on per- 
plexities centering around duplication of 
the tax on goods traveling from the raw 
material condition to the retail counter. 

Many opportunities for duplication un- 
doubtedly would exist. It would be pos- 
sible to duplicate the tax on sales of the 
raw product, its transportation, its vari- 
ous processings, its jobbing and its re- 
tailing. This difficulty, obvious to any- 
one who delves below the immediate sur- 
face of the proposal, is met by advocates 
of the measure by the proposal that the 
tax should be levied only on final sales. 

If that were done, the Government’s 
figures indicate, there would be a bulk 
of upwards of $50,000,000,000 of final 
sales of all products on which to erect 
the tax. Undoubtedly some of those 
products would fall within the class of 
exemptions, although the number prob- 
ably would not be so large as one would 
think at first glance. Necessities of the 
poor obviously would seem to come with- 
in the exemptions. One firm, however, 
has worked out an ingenious problem to 
prove that such need not be the case. 

Bread, the prime necessity of life, has 
been selected, and the tax placed arbi- 
trarily at 1 per cent. Here, according 
to the problem mentioned, is the way the 
tax would work out, assuming that it 
were imposed all along the line of pro- 
duction and processing: 


One bushel of wheat, when it leaves 
the farm, selling at $1 would be taxed 


one cent. Four and one-half bushels of 
wheat are required to make a barrel of 
flour. Thus when it leaves the miller, 
the bushel of wheat, in flour form, is 
worth about $1.33. It would be taxed 
1.3 cents. Add to that the one cent tax 
when the wheat leaves the farm and the 


total is 2.3 cents. 


Builds Up to 7.4 Cents 


BARREL of flour makes 260 to 270 

loaves of bread. One bushel of 
wheat is two-ninths of a barrel of flour. 
This would make sixty loaves to a bushel 
of wheat. Figuring these sixty loaves 
at an average of 8.5 cents, the price 
would be $5.10. The 1 per cent tax on 
that sum would total 5.1 cents. 

Add the 5.1 cents tax to the 2.3 men- 
tioned above and we have a total of 7.4 
cents—the total tax on the wheat in 
sixty loaves of bread. It amounts to 
less than one-eighth of a cent a loaf— 
“a sum that would be such an infinitesi- 
mal reduction in profits as to be hardly 
noticeable.” 

This proposal, however, involves 
pyramiding of the tax and pyramiding 
is exactly what the present-day ad- 
vocates seek to avoid. For that reason 
the final sale is generally selected as the 
point of tax application. Applying it to 
all retail industry, and basing it on a 
$50,000,000,000 structure, a 1 per cent 
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levy would produce $500,000,000 annual- 
ly; a 2 per cent levy would almost equal 
the full revenue derived at present from 
the corporation income tax and would 
exceed the total income tax derived from 
individuals. 

Certain it seems that some sort of 
revamping of the Federal tax laws will 
engage the attention of Congress at a 
reasonably early date. The present in- 
come tax reduction is temporary; it ap- 
plies only to incomes of the calendar 
year 1929. Next year, unless Congress 
reenacts the present temporary reduc- 
tion the former rates go back into effect. 
And Congress, in the present state of 
business and the national finances, hard- 
ly will reenact the present reduction. 

‘There is much apprehension at Wash- 
ington over the prospective treasury 
revenues for the coming fiscal year. The 
volume of business has diminished mate- 
rially on the one hand while on the other 


hand, the expenses of government have. 


increased materially. A treasury deficit 
is entirely among the possibilities; in- 
deed, to an observer of long experience, 
it seems quite probable. Such a deficit, 
if incurred, would be apparent in 1931 
and more apparent in 1932. 

How could it be met? There are two 
ways. One is to decrease outlays, the 
other to increase revenues. The former 
method seems to offer little hope, if any. 
The latter would involve an increase in 
the income tax rates, if we are to adhere 
strictly to our present form of levying 
taxes. It seems inconceivable that the 
political party in power would raise 
rates either in 1931 or 1932, with a 
Presidential election in the offing. 

Yet the dilemma must be met. How? 
Advocates of the sales tax assert that 
their proposal offers a fair and equi- 
table solution. Without entering into the 
merits of the suggestion, it seems readily 
apparent, in view of the circumstances, 
that the agitation for a sales tax soon 
will become a subject for consideration 
by the tax-paying public and the law- 
makers alike. 

Not, however, its advocates insist, as a 
measure to be superimposed on other 
taxes, but, rather, as a substitute for 
some of the existing levies. Warm dis- 
cussion seems to follow inevitably in the 
trail of the proposal. Opponents of the 
sales tax—and they are numerous and 
powerful at Washington, powerful 
enough to keep it submerged for nearly 
a decade—assert that the tax would re- 
sult in increasing the cost of living and 
that it would lie heaviest on those who 
could least afford to bear it, the poor. 

Advocates of the sales tax join Sena- 
tor Smoot in saying that argument is 
nonsense. They assert that any ten- 
dency to increase prices would be more 
than offset by the lifting of some of the 
present levies, say, the corporation in- 


come tax. Probably it will require an 
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actual application of the tax to settle 
the point. 

Georgia, however, seems to be getting 
along quite nicely with its present ex- 
periment. Its law levies a tax of one- 
half mill per dollar on the gross pro- 
ceeds of manufacturers, two mills per 
dollar on gross retail sales and one mill 
on the sales of jobbers and wholesalers. 
It is not a “final sales” tax, but travels 
the route from raw material to finished 
product. The tax on gross receipts of 
public utilities is three mills per dollar, 
and on receipts from amusements, the 
same. Certain exemptions are granted, 
notable among them being fertilizer and 
a gross exemption of $30,000 is allowed 
to every firm and individual affected. 
Thereunder the taxpayer pays no tax 
on the first $30,000 of his gross receipts 
during the year. 


Variety of Exemptions 

ANKS, trust companies, insurance 

companies, mutual savings banks 
and fire insurance companies, farm co- 
operative associations, labor unions, clubs 
and fraternal organizations, religious 
bodies, cemeteries and trade, charitable 
and educational organizations are ex- 
empted from the provisions of the law. 
Gasoline sales, taxed under another law, 
also are exempted. So, too, are the sales 
of farm products made by farmers or 
their agents. 

In West Virginia, where the tax ap- 
pears to be a permanent measure, the 
rates run a considerable range. The 
lowest, five one-hundredths of 1 per cent, 
is levied on sales of jobbers and whole- 
salers. The highest, 1.85 per cent, is 
levied on sales of natural gas. Some of 
the other rates are as follows: 

Banks, 3/10 of 1 per cent on gross 
profits; steam railroads, 1 per cent on 
gross receipts; street railways, 4/10 of 1 
per cent on gross receipts; manufac- 
turers’ sales, .21 per cent; retail sales, 
1/5 of 1 per cent of the gross; and 
amusements, 1 per cent. The annual 
yield to the state is about $4,000,000. 

Discussion at the governors’ conference 
developed the widespread interest in 
the possibility of utilizing the sales tax 
as a method of increasing state revenues. 
Nothing was said as to its possibilities 
as a substitute for a part of the Federal 
income tax. 

Approximately forty state legisla- 
tures will meet early in the coming year. 
With this alluring new field for revenue 
open, it is possible that the sales tax 
will go on the statute books of more than 
one Commonwealth. The Federal Gov- 
ernment will have to move with celerity 
if it does not expect to find the method 
adopted widely by the states and the 
field already occupied when it comes 


around to revising its own levies. 
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Besides protection, 
Diebold-Lake Erie Electrical 


Tear Gas Systems mean 


25% Insurance Reduction! 


After a careful study of tear gas by the Underwriters’ Labora- 
tories, and its effectiveness in frustrating hold-ups, the National Rat- 
ing Bureau has increased the preferential discount from 10 to 25 
per cent to all banks protected by Electrical Tear Gas Systems. The 
rate reduction under this new ruling is enough to pay for a Diebold- 
Lake Erie Electrical Tear Gas installation in a surprisingly short 
time. Or, looking at it in another way, many banks equipped with 
Diebold Gas will get their insurance protection free one year in 


every four! 


Get the dual benefits of protection and low insurance rates now. 
Install a Diebold-Lake Erie Electrical Tear Gas System. Write us 
for our booklet on tear gas and complete information about its in- 
stallation. Address Diebold Safe & Lock Company, Canton, Ohio. 


Diebold 


Safe and Lock Company Canton, Ohio 


Seventy Years of Bank Service 


When writing to advertisers please mention the American Bankers Association Journal 
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All Around 
Figuring Machine 


¢ ie SMALL ELECTRIC MONROE ADDING-CALCULATOR 
with increased capacity. is now available. Ten column key- 


board and twenty place result dials make this model ideal for 
all Bank figure work. 


Rapid, quiet, light—weighs only 15% Ibs.—the Monroe 
LA-200 is the machine of all around utility. It is easily moved 
from place to place, as your work may require, and plugs in 
on either alternating or direct current. 


Monroe representatives in your city will gladly show you 
this new machine in your bank. Consult your telephone 
directory or write direct to us. 


MONROE CALCULATING MACHINE COMPANY INCc:-ORANGE-NEWJERSEY 


When writing to advertisers please mention the American Bankers Association Journal 
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The Way England Aids Exports 


By FREDERIC EDWARD LEE 


Professor of Economics, University of Illinois 


Formerly American Financial Trade Commissioner, London 


Since the War British Government Has Made Three Attempts to 
Rehabilitate Overseas Trade Through Credit Guaranties or 
Insurance. Two Resulted in Losses and Were Abandoned. Third 
Provides Insurance Up to 75 Per Cent of Value of Shipment. 


HE recent introduction of a bill 

in the British House of Commons 

to extend the life of the British 

Government export credit insur- 
ance scheme to March, 1935, brings again 
into prominence the question of the ex- 
tent to which Great Britain has been 
granting subsidies in post-war years to 
her export trade. 

American exporters, in the face of a 
decline in their export business, have on 
a number of occasions raised the ques- 
tion with the United States Department 
of Commerce as to why this Government 
has not adopted plans of assistance to 
exporters comparable with those in op- 
eration in the United Kingdom or with 
those in use in certain other European 
countries. Such inquirers would doubt- 
less be reluctant to ask the Government 
for an outright subsidy to export trade, 
yet such schemes are in essence real sub- 
sidies when carefully examined. 


Three Experiments 


INCE 1919 three attempts have been 
S made in Great Britain by the gov- 
ernment to assist in the rehabilitation 
of the export trade of the country 
through some form of export credit 
guaranties or insurance. Two of these 
were discontinued after substantial 
losses had been incurred, and the third— 
that of export credits insurance — has 
now been in operation for four years, 
which is one year beyond the original 
three-year experimental period. All of 
these plans are in addition to the govern- 
ment trades facilities acts, which, be- 
tween 1921 and 1927 caused an outlay 
by the government of £74,252,000 in 
guaranties for the payment of interest 
on and principal of (either or both) cer- 
tain loans to be raised within the United 
Kingdom which would enable the under- 
taking of various contracts which other- 
wise might not be secured by British 
industry. Such guaranties were not 
necessarily given in connection with the 
manufacture of goods for export trade, 
but as a matter of fact, most of such 
undertakings were for this purpose, and 
thus the major portion of this outlay 
of funds, even if later returned in part, 


may be considered as a sort of subsidy 
to the export trade of the country. 

Of the purely export credit guaranty 
schemes, it is found that in 1919, shortly 
after the cessation of war industries and 
war contracts, there was inaugurated a 
policy of making government advances 
to British exporters against goods 
shipped abroad. By 1921 it was ascer- 
tained that the losses under this scheme 
had totaled £1,100,000 on advances of 
only £1,750,000. As indicated in a re- 
cent government committee report, the 
bulk of this loss was incurred in respect 
of a single transaction in connection with 
flax. After this huge loss this scheme 
was entirely closed down in 1921. 

It was followed in the same year, how- 
ever, by a government guaranty scheme 
in which, for an agreed premium, bills 
drawn by British exporters against ship- 
ments overseas were indorsed with the 
British Government’s guaranty for a 
specified percentage of the face value of 
the bills. After five years of operation 
it was found that this second scheme was 
not proving a success and that business 
under it had virtually ceased. During 
its operation up to June 30, 1926, guar- 
anties were given for a total of approxi- 
mately £6,300,000. In March, 1926, some 
£2.000,000 of these guaranties were still 
in use, and a further sum of over £1,000,- 
000 had been sanctioned. Certain of these 
latter guaranties have since been grant- 
ed, even during certain of the quarters 
of 1928 and 1929—some two or three 
years after the latest plan had come in- 
to operation. The net loss under this 
second scheme to date has been estimated 
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at £31,000, without making any allow- 
ance for interest on the sums used be- 
tween 1921 and 1929. 

Thus, the first two attempts to as- 
sist export trade by government guar- 
anties of export credits, resulted in di- 
rect losses by or subsidies of the British 
Government of roughly £1,131,000, or $5,- 
650,000, at par of exchange, without tak- 
ing into account the interest on this and 
the other sums advanced under the two 
schemes. 

While the second scheme was still in 
operation, and after it had become -ap- 
parent that the facilities offered under 
it were not adequately meeting the de- 
mand for export credit insurance, there 
was set up under parliamentary orders 
the credit insurance committee of 1925- 
26, composed of bankers, exporters, and 
officials of insurance companies and dis- 
count houses. The committee presented 
its report to parliament in March, 1926; 
in the following month the committee’s 
former secretary was constituted man- 
ager of the export credits guaranty de- 
partment of the department of overseas 
trade, and its assistant secretary was 
made the assistant manager and secre- 
tary of the department. 


New Plan in Operation 


HE present scheme of insurance, 

founded on the recommendations of 
the credit insurance committee, has been 
worked out and is administered by the 
export credits guaranty department 
with the assistance of an advisory com- 
mittee, and facilities of the new scheme 
were first offered in July, 1926. The ad- 
visory committee includes two of the offi- 
cials of Lloyds and of the Sun Insurance 
Company, and business and banking in- 
terests are also represented. The amount 
of operating capital available for the 
new undertaking was estimated by the 
credit insurance committee to be about 
£21,500,000, this amount being that part 
of the original sum of £26,000,000 which 
had not been used for advances or losses 
under the “government guaranty” 
scheme and the original “advances 
scheme.” ‘This sum might be augmented 
from time to time by any repayments 
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which might be made of advances made 
under the earlier schemes, but the entire 
capital would at no time exceed £26,000,- 
000 less the outright losses under the 
older plans. 


A Test Program 


S originally contemplated, the ar- 
lacs was to terminate in 
September, 1929, so far as the accep- 
tance of new insurance was concerned, 
since the scheme was undertaken only as 
an experiment to gauge the demand for 
and the feasibility of such broad credit 
facilities in British export trade. The 
government established as its original 
policy that of testing the practicability 
of the scheme, with the cooperation of 
bankers, exporters, and insurance offi- 
cials, and then relinquishing the field 
to private enterprise when the latter 
might be willing to undertake it on 
equally good terms. In 1928, due to the 
delay in getting the scheme into full 
operation by reason of the prolonged 
coal-stoppage and the general strike of 
1926, the original three-year term was 
extended for another two years. With 
this extension it was proposed that no 
guaranties should be given after Septem- 
ber 8, 1931, and that guaranties should 
not remain in force later than Septem- 
ber 8, 1936. Among other reasons cited 
for the extension of the plan were the 
urgent need of certain basic industries 
for more export business; the heavy and 
continued amount of unemployment; and 
the increasing popularity of the facili- 
ties offered. 

The same reasons undoubtedly apply 
to the present situation and the bill now 
under consideration in the House of 
Commons proposes to change the time 
limit for new guaranties given to March 
31, 1935, and the period for guaranties 
to remain in force to March 31, 1940. 
Under the new proposal the maximum 
liability of £26,000,000 would not be in- 
creased. 

The scheme, as presented to British 
exporters in July, 1926, offered, subject 
to certain conditions, “facilities of an 
insurance character,” without recourse 
to the exporter, to an extent not exceed- 
ing 75 per cent of the amount of credit 
granted; “facilities of a financial char- 
acter,” with full recourse to the ex- 
porter, by which the guaranty might be 
given to the full amount of credit grant- 
ed; and “facilities of an intermediate 
character,” by which the guaranty is 
given for the whole or part of the credit, 
either without recourse to the exporter 
or with such recourse as may be agreed, 
but provided that “the exporter will not 
be relieved of more than 75 per cent 
of the risk on the bill unless approved 
security is provided.” 

An office was established and the 
movement launched in the midst of the 

‘prolonged coal stoppage of 1926, but 
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little was attempted during that year be- 
yond investigation and publicity. The 
coal strike lasted from May until Decem- 
ber, more or less completely disrupting 
all normal business in the country, and 
resulting in an estimated loss to the 
nation of £400,000,000 and to the Ex- 
chequer in decreased tax revenue of 
£80,000,000. When companies desired 
to take advantage of this form of in- 
surance they at first were required to 
transmit ali documents in a particular 
order or shipment to the export credits 
guaranty department in London, but 
in its efforts to make the service more 
readily available to British exporters the 
department began in March, 1927, to 
try out as an experiment a form of 
floating contract. A few more of such 
contracts were made in the following 
May and June, and by the end of July, 
1927, the floating contract had been put 
into general operation. This type of con- 
tract became popular, and until the 
bankers later cooperated in the forming 
of a new type of contract, it was the one 
in general use; and under it some £5,000,- 
000 worth of business was insured dur- 
ing the first sixteen months after its 
adoption. 

Under the floating contract the de- 
partment agrees with an exporter on a 
schedule of the names of importers in 
any country and the amounts to be out- 
standing on any of them at any time dur- 
ing six months. The exporter is then 
covered for goods shipped to these pur- 
chasers during that six months and 
merely declares his bills as they are 
drawn, in much the same way that he 
makes his declaration under a marine 
insurance policy. The department is 
authorized to guaranty, up to 75 per 
cent of their face value, sterling bills 
of exchange drawn in connection with 
the export of goods which must have been 
wholly or partly produced or manufac- 
tured in the United Kingdom. Under the 
operation of the plan, experience showed 
that the exporter was willing to take 
half of the risk himself and to insure 
the remaining 50 per cent under the 
scheme. The guaranty is unconditional 
and covers all risks. Payment is made 
immediately on default and the bill is 
then handed over to the department to 
recover the amount due from the im- 
porter. Any balance recovered by this 
means is shared between the exporter 
and the department in proportion to the 
percentage insured. 


Banks Cooperate 


Y November, 1928, it had been quite 

generally recognized for some time 
that more business could be done under 
the export credits insurance scheme if 
the exporters’ resources were in a more 
liquid condition. Representatives of the 
“Big Five” joint stock banks, and of 
other important banks as well, cooper- 


ated with the department in working out 
a new form of contract which would be 
accepted by the banks as a satisfactory 
form of security for the purpose of ad- 
vances to the exporters. This. new con- 
tract was to be known as “Contract B,” 
to distinguish it from “Contract A,” 
which was the general floating contract 
then in use. 

The purpose of this contract was to 
allow the British exporter to finance his 
sales to overseas customers by present- 
ing his bills to his own bank for the 
purpose of securing advances thereon. 
Under the arrangement the bank be- 
comes a party to the contract, and the 
government export credits guaranty de- 
partment gives an unconditional guar- 
anty to the bank. The contract is self- 
liquidating in a short period and the 
bank is thus secured against locking up 
its funds for an indefinite period. The 
exporter is thus enabled to turn over 
his capital more rapidly in times of 
trade expansion, and his bank is given 
full insurance by the British Govern- 
ment that defaulted credits or bad debts 
will be met promptly by the export 
credits guaranty department. Under this 
new form of contract applications for 
this type of credit insurance per quarter 
of the fiscal year increased by 75 per 
cent. 


Increasing Use 


RIOR to the adoption of the Con- 

tract B, by which the exporter’s 
bank becomes a party, applications “‘ap- 
proved” by the department averaged a 
little less than £500,000 per quarter. An 
approval is a statement by the depart- 
ment of its willingness, on certain con- 
ditions, to guaranty bills, if presented 
within a certain period. The period may 
differ in each case. After the new con- 
tract was introduced in November, 1928, 
applications amounted to around £700,- 
000 per quarter, and have since increased 
to over £2,138,000 per quarter. At the 
present time guaranties are being given 
for export business or bills of exchange 
in connection with shipments to some 
seventy to eighty foreign countries and 
British overseas regions during each 
quarter. According to the British Board 
of Trade Journal, the face value of the 
contracts entered into under the present 
guaranty scheme to March 31, 1930, ag- 
gregates £12,764,000. 

As indicated above, the government’s 
maximum liability without recourse to 
the exporter may not in any case ex- 
ceed 75 per cent of the face value of the 
hills guarantied. Actually, according to 
official statements by the department, in 
the £12,764,000 of contracts so far en- 
tered into under the current scheme, the 
government has undertaken to insure 
not in excess of £8,062,000, or about 63 
per cent of the face value of the bills. 

(Continued on page 563) 
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How about Your reserve? 
Are you and your staff suffering from 


nerve fatigue caused by office noise? 


OU are naturally interested in 

keeping the machinery of your 
bank moving smoothly. Yet if you 
are doing nothing about noise you 
are overlooking an ever-present 
producer of tired nerves, errors, 
illness. Only a staff which has ade- 
quate reserve power can do the 
daily job smoothly, and take on the 
peak loads. Reserve power cuts 
overtime, reduces absences due to 
illness and helps to solve the prob- 
lem of vacations when the force is 
reduced. 


The close attention, the accuracy 
required in bank work, make rea- 
sonable quiet essential. No one can 


Johns -Manville 
JM 


Pioneer Developers of 
OFFICE-QUIETING METHODS 
AND MATERIALS 


do brain work in a boiler shop. 
And you might be surprised to 
know how close the noise index of 
many banks is, by actual test, to 
that of a boiler shop. In scores of 
banking and bookkeeping rooms 
and other departments of financial 
institutions, Johns-Manville has 
ended this noise problem. Not only 
does this lift the tiring load from 
the staff, but a quiet bank is a pleas- 
anter place from the depositor’s 
viewpoint. 


The Johns-Manville method is 
simple. It makes no attempt to 
muzzle sound directly. We do not 
put silencers on adding machines, 


Address JOHNS-MANVILLE 
At nearest office listed below 
New York — Chicago Cleveland 
San Francisco Toronto 
(Offices in all large cities) 
Please send me a copy of your booklet, 
“Sound Control Treatment for Banks.” 


* AC-90-12 
Address 


but we use a material on ceiling or 
walls—without any effect on deco- 
rative schemes—so that the excessive 
noise is absorbed, blotted out. A 
voice ceases to echo from one end 
of a room to another. A ’phone bell 
rings distinctly, yet without attract- 
ing the attention of twenty other 
persons. 


Our results win commendation 


Let us tell you about some of the 
banks from which we have banished 
the harmful, costly effects of exces- 
sive noise. One bank president has 
recently written us—“I want to tell 
you how pleased we are with the in- 
stallation just completed of Acous- 
tical Treatment on our ceiling. It 
does all you claimed for it in the 
way of reducing noise.” This is a 
typical letter. 


You will find our book on sound- 
absorbing treatment in banks help- 
ful. May we send you a free copy? 
And let us know if a representative 
may call. 


DIGNITY and resources are suggested by 
this modern banking room of the Central 
Hanover Bank & Trust Co. at 70 Broadway, 
New York. The effect is heightened by the 
use of J-M Office-quieting Materials to re- 
duce noise to an undisturbing level. 


Cross & Cross, Architects, New York City. 


When writing to advertisers please mention the American Bankers Association Journal 
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() BANKING INSTITUTIONS 
and $485,000,000 RESOURCES 


prove Soundness of Group Banking 


—— GROUP banking, the strength 
of many banks is being given to each. No longer 
are unit banks in the Northwest carrying the 
burden of serving the growing needs of the 
territory. Instead, 130 banking organizations 
located in the leading centers of the Middle North- 
west have affiliated to form the Northwest 
Bancorporation, with resources of more than 


$485,000,000. 


Five hundred thousand customers of these 
financial institutions have thus gained banking 
INSTITUTION service that is both sound and adequate. The 

surprising growth and popularity of this compar- 
atively new financial institution have proved the 
soundness of group banking in the Northwest. 


NORTHWEST BANCORPORATION 


MINNEAPOLIS, MINNESOTA 
COMBINED RESOURCES OVER $485,000,000 


BancNorthwest Company—Investment Securities Division 
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Insurance Trusts Open Up 


Vast Field 


By JOSEPH W. WHITE 


Trust Officer, Mercantile-Commerce Bank and Trust Co., St. Louis 


Cooperation of Life Underwriters with Fiduciary Companies 
Has Proved Mutually Profitable. Employees of Various Banking 


Departments Should Be the First Ones Sold on the Value of 


UST a little over a decade ago, the 
progressive trust companies and 
banks of the country introduced to 
their clients a new form of trust 
service. It was called “the life insur- 
ance trust.””’ For many years these insti- 
tutions had administered capably the 
estates intrusted to their care, but this 
service had not been extended to cover 
life insurance. Statistics disclosed that 
over 90 per cent of the proceeds of life 
insurance was paid in lump sums to 
beneficiaries, and that within a few 
years most of these vast sums were dis- 
sipated or lost. It was to conserve these 
estates of insurance and give the client 
a complete estate program by providing 
a unified plan for the distribution of the 
independent estate, the insurance estate 
and the business estate of a deceased, 
that the insurance trust was called into 
being. 


Money Soon Dissipated 


T is almost inconceivable that our able 

predecessors in the trust field did not 
inaugurate this plan years ago. Had this 
been done, millions of dollars would be 
available for beneficiaries today, which 
have been squandered. 

The staggering losses suffered shortly 
after the World War by investors in 
general, and particularly widows and 
those inexperienced in the investment 
field, gave impetus to the insurance trust 
movement. The policy of the United 
States Government of providing insur- 
ance for the soldier of the World War 
was a great boon to the insurance busi- 
ness. Insurance was. purchased in 
amounts theretofore unheard of, and men 
began to search for some agency that 
would conserve and protect these large 
insurance estates. The public at once 
realized that the insurance trust filled 
this need, and it was an instant success. 
The great popularity of the insurance 
trust may be better realized by a com- 
parison of the growth of the life insur- 
ance trusts with the growth of life in- 
surance itself. According to available 


records, in 1860 there were approximate- 


the Service. They in Turn Will Be Able to Convince Friends. 


ly $164,000,000 of life insurance in force 
in this country. Twenty-five years later, 
in 1885, there were a little over $2,300,- 
000,000 in force. We estimate that at 
the end of the present year there will be 
over $3,000,000,000 of life insurance held 
under trusts by trust companies of the 
United States. In other words, in a 
little over ten years, in excess of a bil- 
lion dollars more of life insurance had 
been placed in trust than there was total 
life insurance written in the twenty-five- 
year period from 1860 to 1885, when life 
insurance was in its early stages of de- 
velopment. This is a remarkable response 
and irrefutable evidence of the confidence 
of the public in the financial institutions 
fostering this movement. 2 

The life underwriter probably more 
than any other agency is responsible for 
this great record. From the very outsei, 
he was convinced that the movement was 
sound, and he tendered his cooperation. 
His experience had convinced him of the 
need for this service. He traveled the 
highways and byways, preaching the 
value of the life insurance trust, selling 
our wares, with no hope of monetary 
benefit for himself, but fired with a zeal 
to finish a good job. What a powerful 
force in our behalf, spread through the 
length and breadth of the land. His argu- 
ments carried great’ weight, because he 
was disinterested, and many an insurance 
trust reposes in the vaults of a trust 
company today because of a word of 
advice from an underwriter. 


One Instance 


HIS case happened only a month 

or so ago. I was passing through the 
lobby of the bank and chanced to meet 
one of our wealthy clients. We chatted 
for a few minutes and finally he said he 
decided to create a life insurance trust. 
He gave me an outline of the trust and 
the agreement was prepared. After some 
changes, it was signed in his office. He 
then reached in his desk and took out a 
large black book to give me a list of 
the insurance policies. This book was a 
survey of his life insurance prepared by 
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his enterprising insurance representa- 
tive. On the first page was a graphic 
picture of his estate, with recommenda- 
tions for its disposition. Under the head- 
ing “life insurance” amounting to $246,- 
000 was the statement: “This insurance 
should be placed in a life insurance trust.” 
Who sold this trust? No one but that 
underwriter who prepared the book for 
this client. We might have called on the 
man indefinitely and perhaps without 
success, because he may have felt that 
we were more interested in securing 
trust business than in working out a 
satisfactory plan for the benefit of his 
family. When this disinterested third 
party in whom he had confidence made 
the recommendation, he acted at once. 
Trust companies owe a deep and ever- 
lasting debt to the underwriter for he 
has proved a loyal, faithful and benef- 
icent friend. 


Selling Begins at Home 


HE personnel of banks and trust com- 

panies have also worked long and 
arduously to bring about these very ac- 
ceptable results. Trust departments have 
not as yet reached the enviable position 
of the commercial departments and sav- 
ings departments, where patrons come to 
them, recognizing their need for the ser- 
vice. We know, to our sorrow, that such 
is not the case with trust companies. 
Whether it will ever be the case— 
whether or not people will ever become 
trust minded to the extent of knowing 
they must use our service, and going 
ahead and doing it without procrastina- 
tion, only the future can tell. 

The proper place to begin any sales 
effort is within our own four walls. 
Every officer and every director should 
have an insurance trust, and, likewise, 
the employees who carry substantial 
amounts of insurance. If the officers and 
directors of an institution are not con- 
vinced of the merits of an insurance 
trust, just “fold up your tents and silent- 
ly steal away.” 

When the directors’, officers’ and em- 
ployees’ trust business has been secured, 
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they should be induced to assist in ob- 
taining the business of associates, rela- 
tives and friends. Any officer or director 
should be willing to write a dozen letters 
to his friends, reading something like 
this: 

“Dear Mr. Jones: 

“This will introduce Mr. Moore, a repre- 
sentative of our trust department. 

“I am familiar with the services rendered 
fl the trust department of our company. 

r. Moore is calling on you at my request, 
because I feel that he can be of service to you 
and your family. 

“The courtesy of an interview will be ap- 
preciated by me. 

“Yours very truly,” 

In most cases such a letter is little less 
than a command to the recipient. It is 
worth far more than thousands of dollars 
spent in promiscuous advertising. Keep 
the officers and directors in close touch 
with the trust department. There is an 
air of mystery about a trust department 
which does not exist in the more pro- 
saic departments, and their interest is 
easily aroused. Do not permit the other 
officials to gain the impression that the 
trust department is an orphaned, neg- 
lected child, but convince them that it is 
a living, throbbing, growing offspring of 
the parent institution, destined to sus- 
tain and support the parent in its old 
age. By these means, the other officers 
and directors will keep the trust depart- 
ment in mind, and will be alive to the 


need of cooperating. 


At a Dinner Party 


VALUABLE piece of trust business 
came to our institution because an 
officer of the banking department, who is 
interested in the trust department, was 
able to answer a rather simple question 
about wills, which was.asked at a dinner 
party. A very wealthy man heard the 
conversation and later in the evening dis- 
cussed his own affairs with this officer, 
with the result that this very acceptable 
business came to our trust department. 
I do not mean that one should be a 
pest and continually harass his fellow 
officers to obtain business, but the latter 
should be educated and made to realize 
that selling trust business is unlike any 
other form of salesmanship. A man will 
purchase an automobile, or a suit of 
clothes, because it appeals to him, not 
because he is interested in the salesman. 
When a man comes to write his will, to 
trustee his insurance, to select the agency 
that will hold the destinies of his fam- 
ily after he is gone, he turns to some 
one in whom he reposes confidence and 
trust. 

Suggest to the president of a bank that 
all of the directors be given an oppor- 
tunity to serve on the trust or invest- 
ment committee, so that they may come 
to know the workings of the trust depart- 
ment. A director of a large institution, 
after serving temporarily on the trust 
committee and seeing the careful atten- 
tion given to estates and the elaborate 
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surveys made of securities, remarked 
that greater care was exercised in the 
administration of estates and trusts by 
the trust company than the directors 
gave to their own business affairs. That 
director was impressed for he had ac- 
quired the trust department point of 
view. He told his friends how estates 
were handled, and urged them to pro- 
tect their estates through the instrumen- 
tality of the trust company. 

Employees should be encouraged to 
bring in trust business. Many of the 
humblest employees have wealthy con- 
nections in this great democratic coun- 
try. A wide awake bookkeeper secured 
the will and insurance trust of his 
wealthy Sunday school teacher. A clerk 
brought in the will of his widowed 
mother, who was possessed of a substan- 
tial estate. Tellers have warm friends 
among the depositors and can be trained 
to be valuable producers. Bond salesmen 
have excellent opportunities to secure 
trust business and their acquaintance 
should be cultivated. The safe deposit 
department employees become very well 
acquainted with their customers. Of alli 
the employees of the trust company, I 
believe they produce the most trust busi- 
ness. There is something about opening 
a safe deposit box in the quiet of a little 
coupon room and looking over the insur- 
ance policies and other assets, that makes 
a man pause and wonder what will be- 
come of all these when he is gone. The 
vault men meet the client while still in 
that reverie and are able to refer him to 
the trust department. 


Other Prospects 


SUPPOSE every trust department 
adopts the policy of having trust de- 
partment advertising on display in the 
coupon rooms of the safe deposit depart- 
ment. The safe deposit box renters 
should be on the mailing list of the trust 
department. Every institution has a 
number of wealthy business men who are 
customers of the commercial department. 
A visit to their offices by the president of 
the trust company, accompanied by the 
trust officer, is bound to make a very 
favorable impression, and is effective in 
securing life insurance trusts. The stock- 
holders of the trust company are the 
easiest prospects to sell and should be 
canvassed carefully. Some years ago, 
when the insurance trust movement was 
just getting under way, a stockholder of 
a trust company was told by a friend 
that he had created an insurance trust 
at his trust company. The stockholder 
called on a vice-president, somewhat in- 
dignant because he had not been advised 
of this new service and, consequently, 
knew nothing whatever about a life insur- 
ance trust. 
Many directors are heads of large man- 
ufacturing and industrial concerns, and 
their consent and often cooperation can 
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be obtained to secure insurance trusts 
from their officers and department heads, 
The customers of the other departments 
of the trust company are really excellent 
prospects for the trust department, be- 
cause they are already sold on the insti- 
tution. These patrons should not be over- 
looked. Solicitors could work up a val- 
uable list of prospects from customers. 
If a bank has the account of a corpora- 
tion, there may be a dozen or two of 
trust prospects among its personnel, all 
favorably disposed. 

Every institution had many wills on 
file before the development of the insur- 
ance trust. The list of wills should be 
combed for insurance trust prospects. 
This should be done as a matter of duty 
to the clients, to give them the benefit of 
a complete estate program. This service 
should be made available to the old as 
well as the new customer. 

The satisfied customer of the trust de- 
partment is about its best salesman. 
Perhaps 40 per cent of the new business 
of trust departments may be traced to 
this source. One of our most successful 
solicitors obtains all of his prospects 
from the people he has served. After an 
insurance trust is signed, he will ask the 
client to give him the names of some of 
his friends in order that he may call on 
them. This usually results in a half-dozen 
names of prospects. Occasionally the 
client will telephone or write a friend 
that he is sending our solicitor to call 
about a will and insurance trust. 


Satisfied Patrons 


HE patrons who are using trust de- 

partment service are good producers 
of new trust business. When an estate 
is managed to the satisfaction of the 
beneficiaries, the company will, as a mat- 
ter of course, receive insurance trusts 
and wills from them and the members of 
their families. My institution adminis- 
tered on the estate of an old customer 
who died about fifteen years ago. Ten 
years or so later it handled the estate 
of his widow, and only recently the son 
died and that estate is also at the trust 
company, with a very large insurance 
trust. This insurance trust, incidentally, 
was one of the first created at our insti- 
tution. 

Most of the trust companies in the 
larger cities have correspondents without 
trust departments, in the smaller com- 
munities. If trust contacts are made 
with the officials of these banks, much 
valuable trust business would result not 
only from these officials, but also from 
the patrons whom they control. 

The development of the business life 
insurance trust for some reason has not 
kept pace with the personal life insur- 
ance trust. I feel that the principal rea- 
sons are because it is not thoroughly 
understood by trust officials in general, 

(Continued on page 560) 
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Many Factors Should Govern 


the Selection of Bonds for Your Bank 


Safety ... marketability ... income ...the sponsorship of a 
good house . . . and what besides? 


Right here is where ordinary bond buying leaves off, and 
where a policy of sound investment begins. Many bonds conform 
to the requirements given above; but among these many, there 
will very likely be only a few which afford just the additional 
features required by a given bank at a given time. 


Maximum investment value can obviously not be arrived at 
through rule-of-thumb methods. It can be determined only 
after'a careful and detailed study of the bank, its present situa- 
tion, the conditions under which it operates, and the investments 
it already holds. 


Thoroughgoing analytical studies of this kind, leading to 
sound investment policies and programs, are a part of the ser- 
vice which Halsey, Stuart & Co. provides for its bank clients 
without cost. Further suggestions in regard to bank invest- 
ment and its problems will be found in our folder. Sound Invest- 
ment Practice for the Commercial Bank. A copy will gladly be sent 
to any bank requesting it. 


HALSEY, STUART & CO. 


CHICAGO, 201 South La Salle Street 


THE PROGRAM 
THAT DOES MORE 
THAN 
ENTERTAIN . 


B O N D § 


INCORPORATED 


AND OTHER PRINCIPAL CITIES 


Every Wednesday evening 
thousands increase their 
knowledge of sound invest- 
ment by listening to the 
Old Counsellor on the 


F 


Halsey, Stuart & Co. pro- 
gram. Broadcast over a 
Coast to Coast chain of 
37 stations associated with 
National Broadcasting Co. 


NEW YORK, 35 Wall Street 


9 P. M. Eastern Standard Time 
8 P. M. Central Standard Time 
7 P. M. Mountain Standard Time 
6 P. M. Pacific Standard Time 
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M onolithic 


CONCRETE 


An exterior of concrete surfaced with aluminum leaf 


Capital is interested in buildings that rent 
easily and stay rented. Such a building 
is the Morgan Adams Building in Los 
Angeles, designed by Richard D. King, 
Architect, and built by C. L. Peck, Con- 
tractor, both of Los Angeles. 

Monolithic concrete construction offers 


architects and property owners unlimited 
Opportunities to obtain new and highly 
interesting designs. Today, with keen 
competition in the rental of shop and 
office space, the appeal of unusual nov- 
elty and attractiveness in building design 
may easily influence favorable decisions. 


PORTLAND CEMENT 


Concrete for Permanence and Firesafety 


33 W. GRAND AVENUE 


When writing to advertisers please mention the American Bankers Association Journal 


Special Problems of a Small 
Trust Department 


By JOHN N. FREE 


Vice-President, First National Bank, Witchita, Kansas 


Lack of Organized System of Analyzing and Managing Invest- 


ments Called Chief Difficulty. 
Credit Agencies Are Available. 


Services of Statistical and 


Task Held Essentially Similar 


to the Operations of Larger Companies but on Lesser Scale. 


NY discussion of analysis and 
management of trust funds in 
smaller departments may well be 
predicated on the premise that 

the same problems are presented in the 
smaller department that face the officers 
of a large department, except that the 
problems may present themselves less 
often and on a smaller scale. 

In trust investments and investment 
control lies the real heart and soul of 
trust service. It is only by reason of a 
growing belief that trust investments are 
wisely and conservatively handled that 
our people have become trust minded. If 
we weaken in that field of our service, 
the prestige of years of slow and pains- 
taking growth will crumble as a house of 
sand. 


Definite Plan Needed 


IKE most features of trust manage- 
L ment, with a small department, the 
chief elements of weakness in making, 
analyzing, and managing trust invest- 
ments are the lack of an organized plan 
or system to cover the accomplishment 
of the end desired. Too often our smaller 
departments like Topsy, have “just 
growed,” and sooner or later the trust 
officer charged with the responsibility for 
the department wakens up to the fact 
that he has no definite organized plan or 
standards covering either the making of 
his investments or the control of them. 

Frequently the method of selecting and 
approving and reviewing trust invest- 
ments has had to be entirely revised sev- 
eral times during the first years of a 
trust department’s history, either because 
of defects which have become apparent 
or because the system is incapable of 
adjustment to a growing department. In 
this respect the investment features of 
trust administration have been analogous 
to the accounting experiences of most 
trust departments. There are few trust 
departments that have not been forced 
to change their entire system of account- 
ing and records several times during 
their early history. 


Miniature 


fiduciary depart- 

ments often have “just 
growed” like Topsy, says 
Mr. Free, and therein lies 
their principal weakness. 
He emphasizes that the 
requirements of a small 
department as to invest- 
ment information and 
estate management were 
the same in miniature as 
those for a huge trust com- 
pany handling millions in 
assets. He discusses the 
care that must be given to 
the selection of municipal 
bonds and the difficulties 
of managing farm or resi- 
dence property. 
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The investment problems attendant 
on trust management vary with the con- 
ditions surrounding the trust. With liv- 
ing trusts, where investment control is 
lodged entirely with the trustor, few 
problems are presented because few re- 
sponsibilities are assumed. The trustee 
sells what it is directed to sell, and buys 
what it is directed to buy. Of course the 
trustee should always be willing and glad 
to advise the one who is exercising in- 
vestment control but when that has been 
done the responsibility is his alone. 
With living trusts in which only consul- 
tant advice is lodged with the trustor or 
beneficiary, the legal responsibility must 


lie with the trustee and the fact that the 
advice or counsel of an outside trustor 


or beneficiary is available does not re- 
lieve the trustee of its responsibility in 
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any degree. Some trust indentures pro- 
vide that any of the securities delivered 
to the trustee in the creation of the trust, 
living or testamentary, may be retained 
by the trustee without responsibility of 
the trustee therefor. 


A Conscience Saver 


HILE such a provision is a legal 

safeguard, it encourages to some 
extent a shirking of the trustee’s respon- 
sibility, for an efficient trustee should he 
willing to assume responsibility for a 
judgment covering the retention of secu- 
rities equally as quickly as for the pur- 
chase of new securities. The reluctance 
to sell doubtful securities which have 
come into the department with the trust 
and the salving of our conscience as to 
our responsibility for the same is one 
thing the efficient trust officer must ever 
guard against. 

In the handling of investments in any 
trust a general policy of advising with 
beneficiaries and consulting with trustor 
or beneficiaries before the investment is 
made is wise and expedient, not because 
of a relief from legal responsibility 
thereby, but because of the moral effect, 
and the natural reluctance of any one 
ever to question the advisability or legal- 
ity of an investment about which he or 
she was consulted before the investment 
was made. 

In the case of a living trust in which 
the trustor has deposited securities of 
doubtful value it is sometimes embar- 
rassing to suggest a change of invest- 
ment with the necessary inference that 
the trustor’s judgment has been faulty, 
but if trust service is to measure up to 
its responsibility that action must be 
taken in many instances, reluctant 
though we may be to take it. 


Real Estate Quandary 


F one were to ask the average trust 
officer of smaller departments 
throughout the Middle West what class 
of trust investment was the most trouble- 
some, I hazard a guess he would say it 
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was real estate. While seldom if ever does 
a corporate trustee make a trust invest- 
ment in real estate, large investments in 
real estate come into the departments 
each year, either under living trusts, tes- 
tamentary trusts, or agency accounts. 

The management of farm lands, espe- 
cially when they are located at some dis- 
tance, often presents real problems. The 
farm tenant who brings to his rented 
farm both a mind and a conscience does 
not remain a renter very long. Every 
trust officer, I am sure, must sometimes 
in the moments of depression which come 
to him in his efforts to make farms pay, 
comes to the opinion that the honest 
farmers do not know how to farm and 
those that know how to farm are not 
honest. 

The corporate trustee’s most perplex- 
ing problem in the handling of farm land 
in trust during the past few years has 
resulted from situations in which the 
property placed in trust is heavily mort- 
gaged, and this applies especially to farm 
land. A great deal of farm land is now 
so heavily mortgaged, that when crops 
are poor or only average, and the value 
of farm products is very much depressed, 
the rent collections cannot take care of 
the interest and tax requirements. The 
obvious solution, of course, is to sell the 
land, but that is often more easily sug- 
gested than effected. Faced with a situa- 
tion where there is no market for the 
land, and income is inadequate to meet 
carrying expense, the trust officer is tied 
almost hand and foot so far as manag- 
ing the trust in a satisfactory manner is 
concerned. 


Property Management 


N the case of apartment houses a 

small trust department which has no 
special real estate division is presented 
with an annoying problem unless respon- 
sibility for the operation of the house, 
repairs thereon, and the collection of 
rent may be delegated to a particular 
individual, preferably a resident of the 
apartment. In the case of many depart- 
ments the care of an apartment house in 
a trust would be undertaken on no other 
basis than an allowance sufficient to com- 
pensate a resident manager. Residence 
property or down-town business prop- 
erty may usually be more easily han- 
dled. While considerable time often has 
to be taken by the executive officers in 
connection with the finding of a suitable 
tenant and preparations of leases, yet if 
care has been taken in the securing of a 
tenant, not very much attention has to be 
given to repairs or upkeep. 

In handling real estate more potential 
liabilities are assumed perhaps than in 
handling other classes of trust property. 
All improvements on city property should 
be kept insured against fire or wind- 
storm loss. In case of farm buildings, 
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however, which are not in good repair, 
should the trustee keep up insurance on 
them despite the ofttimes exorbitant 
rates? In case of a fire loss to farm 
buildings where there is no insurance 
is there a chance for some one to attempt 
to hold the trustee liable? And how about 
liability in the case of business buildings? 
The safer policy, no doubt, is to carry lia- 
bility insurance wherever there is any 
possibility of accident occurring. On in- 
come tax returns on estates consisting in 
part of improved real estate care must be 
taken to charge off maximum deprecia- 
tion allowable, or some day the trustee 
may be called upon to account for its 
dereliction in that regard. So taking it 
all in all—in handling trust real estate 
—probably the best guide is that which 
fixes legal accountability and requires 
that a trustee must bring to its task the 
maximum care and judgment that a pru- 
dent, conservative business man wouid 
bring to his own holdings of a similar 
nature. 


Industrial Securities 


N smaller trust departments in our 

section of the country industrial 
stocks and bonds do not play the impor- 
tant part that they do in the larger 
departments of the East. For that fact 
we should no doubt be thankful. Where 
a trust indenture imposes discretion in 
the trustee to invest in any securities it 
deems appropriate regardless of whether 
the investment is recognized as a legal 
investment, the trustee can purchase in- 
dustrial stocks and bonds. In cases where 
such discretion is not lodged national 
banks in our state are not permitted to 
make such investments. It is true of 
course that despite the fact that seldom 
if ever are investments made in this class 
of securities, all trust departments have 
a certain amount of them, which they 
have received in living trusts, custodian- 
ship accounts, or testamentary trusts. As 
to the safety or hazard connected with 
such investment, the smaller department 
seldom has a statistical organization 
capable of arriving at an independent 
judgment. Fortunately, however, there is 
available to any department the services 
of statistical organizations, and credit 
and rating agencies which are perfectly 
reliable and whose services should be 
used in such cases. 

There is perhaps no class of trust in- 
vestment which it is so important to re- 
view periodically as the industrial stock 
or bond investments. Seasoned industrial 
bonds of large and long established com- 
panies probably afford as safe a trust 
investment as need be desired, but with 
bonds as with stocks a change in indus- 
trial conditions and the shifting of mar- 
ket demands may materially affect mar- 
ketability, and often requires intelligent 
vigilance on the part of the trust execu- 
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tive which the smaller department is fre- 
quently unprepared to give. 


Municipal Bond Problems 


N the smaller trust departments of 

national banks, probably the largest 
investment in trust funds has been made 
in municipal bonds. In former times, 
municipal bonds of almost any character 
were generally accepted as among the 
safest investments and ranking in secu- 
rity only below Federal obligations. 
With the debacle that has occurred in 
certain Florida municipals, confidence in 
the stability of municipal bonds has been 
considerably weakened. The yield is low 
in most cases and while in most states 
the municipals of that state are tax ex- 
empt, the bonds or warrants of munici- 
palities of other states are subject to the 
regular personal property tax rate. As 
in the selection of first mortgages, how- 
ever, prudence surely makes mandatory 
that certain standards be applied to any 
municipal security considered for trust 
investment. In our own case we look 
with much greater favor on county-wide 
obligations than special road district se- 
curities. We do not consider obligations 
of towns of less than 3000 population. 
All such securities as acquisition and im- 
provement district bonds or warrants are 
stricken from the list. Our committee 
does not, as a rule, look with favor on 
drainage district obligations. 

In the case of obligations of smaller 
towns consideration is given to the chief 
industry of the town, and in the event 
that the chief source of wealth lies in an 
industry which may without much notice 
be moved to another town, investment in 
obligations of that particular town 
is avoided. In the case of smaller towns 
the fact that the town is the county seat 
is usually considered as a stabilizing ele- 
ment for population. 

The bonded debt of the municipality 
whose obligation is considered is very 
carefully scrutinized and in the case of 
an overlapping debt a reasonable effort is 
made to compute the total obligations 
resting upon the municipality. Where 
such total reaches a higher figure than 
10 per cent of the assessed valuation, in 
the absence of extenuating figures, such 
as self-liquidating indebtedness upon the 
municipally owned public utilities, in- 
vestments are passed up as unsuitable 
for trust funds. ' 


Short or Long Term 


N the purchase of municipal bonds the 
investment committee is often faced 
with the problem of whether it is better 
to buy short time obligations or long 
time obligations. It is of course true that 
investments in a trust which is to.run.a 
long term of years should be scattered 
out as to maturity so that no copsider- 
(Continued on page 572) 
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‘THE MAN WHO BUILT ST. PETER’S 


ALSO DESIGNED A UNIFORM 


Poet, painter, architect, and sculptor, Michael Angelo not 
only built St. Petet’s, painted the Sistine Chapel, carved the 
Moses and the David— he designed the uniform of the 
Vatican Guards. 

In the magnificent background he created for the 
Church, he knew the importance of every detail. Even the 


livery of a servant was worthy of his care. 


Today Business is creating its background. Beauty is 


being used to increase prestige. Beautiful furniture and 
rugs are chosen for impressive offices. Even the quality of 
business stationery — the uniform of their letters — is 


not beneath the notice and care of important executives. 


for executive letter- 
heads and envelopes 
Many executives take care of the important detail of letter paper 


by simply specifying “Crane’s Bond”. They have found that every letter 


on this 100% new white rag paper represents them with distinction. 


CRANE & CO., Inc., DALTON, MASSACHUSETTS 
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P lanning 
F or Growth 


Central Hanover believes that 
the bank or trust company 
which embarks today on a well 
planned development program, 
and carries it through, will have 
a substantially increased vol-~ 
ume of business by the time the 
plans for the succeeding period 


are put in effect. 


CENTRAL HANOVER 
BANK AND TRUST COMPANY 
NEW YORK 


15 Offices in 15 Manhattan Centers 


Representatives in London, Paris, Berlin and Buenos Aires 


CAPITAL, SURPLUS AND UNDIVIDED PROFITS OVER 105 MILLION DOLLARS 


When writing to advertisers please mention the American Bankers Association Journal 


538 
YRUSS 


Effective Trust Advertising . 


By L. L. D. STARK 


Assistant Trust Officer, Midland National Bank & Trust Co., Minneapolis 


Survey Shows Large Sections of Public Still Unfamiliar With 
Variety and Nature of Fiduciary Services. Questionnaire Cov- 
ered Fees, Value of Personal Solicitation, Character of Salesmen, 
and Other Matters Reflecting Views of Potential Customers. 


T would appear that trust companies 
in developing their advertising 
have relied too much on copy made 
to appeal to the trust officer him- 

self. With this thought in mind a sur- 
vey was made by questionnaire to lead- 
ing business men of our community to 
determine their attitude toward trust 
company service and advertising. One 
thousand answers were received and this 
analysis is based on a tabulation of 500 
of them. The results are unusually en- 
lightening. 

First in our survey, we tested the 
publie’s observation of our advertising. 
We asked: “Do you read trust advertis- 
ing?” There were 68 per cent who an- 
swered yes, and 32 per cent, no. The 
explanation of this wide interest un- 
doubtedly is that the advertising is at- 
tractive, and that people are vitally in- 
terested in their estates; hence anything 
giving them information about their 
property commands their attention. This 
first response is very encouraging as it 
shows that two-thirds of the people at 
least read our printed matter, and all 
that remains to do is to make it so 
convincing that it will persuade the 
reader to consider a trust company in 
property affairs. 


Some Services Neglected 


EXT, we tested the public’s famil- 
iarity with the specific services 
offered by trust companies. We found 
that certain services seemed to have 
been stressed, while others apparently 
had been neglected. Two-thirds of the 
replies indicated a familiarity with the 
trust under a will. This was caused no 
doubt, in part, by newspaper accounts of 
deaths of prominent people. Trusts 
under wills are mentioned so frequently 
in newspapers that familiarity with 
them may not be entirely due to adver- 
tising, though this form of trusteeship 
is much stressed in advertising. 
Almost an equal number knew that 
trust companies served as executor and 
trustee under wills. Again the credit 
may be shared by newspaper stories and 
by general publicity. The third place 
was taken by life insurance trusts. The 
recent tendency toward cooperation be- 
tween trust companies and life under- 


Ready to Use 


HAT do business men 

and wives think about 
trust company service and 
are they being reached by 
the present type of adver- 
tising? Before Mr. Stark 
made his survey there were 
probably as many answers 
to this question as there 
were trust men. He dis- 
carded personal opinions, 
including his own, and set 
out to gather some facts. 
He presents them here, in 
simple form, ready to use. 
Incidentally he urges trust 
men to study feminine psy- 
chology. 


writers may have helped to disseminate 
this information, for the underwriters 
are very aggressive in advocating any 
new development which will increase 
their sales. However, in Minneapolis, 
we have featured a definite campaign 
for life insurance trusts, and this may 
be the explanation. 

In the question of living trusts, only 
61 per cent indicated that they were 
familiar with this service. These men, 
you must remember, represent the 
wealth of our community and would be 
the logical ones to create living trusts; 
and yet 39 per cent of these wide-awake 
business men apparently did not even 
know what the term meant, much less 
were they familiar with the advantages 
as they might apply to them or mem- 
bers of their families. Here, then, is a 
definite opportunity for informative ad- 
vertising. 

In the matter of custodianship ac- 
counts, only 45 per cent were informed 
on this subject, and even fewer were 
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acquainted with agency service. I be- 
lieve it is quite generally recognized that 
these types of trust accounts are a 
natural means to- the more profitable 
living trusts and executorships, and 
therefore they should certainly be 
stressed in any publicity campaign. 


Following Through 


HE next division of the question- 

naire concerned trust companies’ 
follow-up of their advertising. Personal 
solicitation naturally is a part of any 
well-developed advertising campaign. We 
asked how many had been solicited by 
a trust company. To this 53 per cent 
replied that they had been solicited, and 
47 per cent that they had not been 
solicited. This indicated a lost oppor- 
tunity. It is evident that there is much 
to do in the field of solicitation. Even 
the most enthusiastic of advertising men 
do not claim that advertising alone will 
bring people into the bank to seek trust 
service. 

We were very anxious to know their 
impression of the solicitors employed by 
trust companies. In these replies we 
found that 73 per cent were favorably 
impressed, while 27 per cent were un- 
favorably impressed, but many of them 
had very definite ideas, as was revealed 
by the voluntary comments added to the 
questionnaire. 

The next question was: “Have you 
ever discussed your estate with a trust 
company?” ‘This brought a 50-50 re- 
sponse. This showed that the combina- 
tion of our advertising and personal 
solicitation was 50 per cent efficient in at 
least getting the people to the point 
where they would permit a trust officer 
to make definite suggestions about their 
estates. The problem is to increase the 
efficiency of our advertising and our 
solicitors so that as many as possible 
of the other 50 per cent will give trusts 
a hearing. 

After having found how many had 
discussed their estates with a trust com- 
pany, we naturally wished to know how 
many had actually been convinced that 
a trust company was the logical executor 
and trustee. The next question, there- 
fore, was: “Have you named a trust 
company in your will?” Thirty-five per 
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cent had named a company executor, and 
28 per cent trustee, indicating no doubt 
that of the 50 per cent-who had dis- 
cussed their estates with a trust com- 
pany, approximately two-thirds had ap- 
pointed it executor and slightly over 
one-half, trustee. Preparatory to this 
last question, we had asked: “Have you 
made a will?” and found that 80 per 
cent had done so. This was rather con- 
trary to the popular belief, as probate 
records show that only a small per- 
centage of people die leaving wills. The 
questionnaire seems to indicate that as a 
class the wealthy people realize the need 
for making their wills, and this point 
does not need to be stressed so definitely 
in advertising, but rather should be sub- 
ordinated to the advisability of naming 
a trust company in the will. 


As to Fees 


UR next effort was to find out their 

reaction to trust companies and 
their work. We asked: “Are you famil- 
iar with fees charged by trust com- 
panies?” There were 62 per cent who 
said they were, while 38 per cent said 
they were not. We also asked whether 
they considered the fees fair. In view 
of the fact that any expense is met with 
little enthusiasm, we felt that the 79 
per cent who thought that the fees 
were fair indicated that trust company 
charges are not too high. 

We next inquired: “Have you ever 
acted as executor or administrator of an 
estate?” Forty-three per cent said they 
had; 57 per cent said they had not. This 
indicated that a large number of our 
logical prospects had themselves experi- 
enced what we like to think of as the 
trials and troubles of estate administra- 
tion. In answer to our question: “If 
so, would you be willing to do so again?” 
Sixty-eight per cent said they would, and 
32 per cent said they would not. This 
was surprising. Our general impression 
was that if an individual had experienced 
the grief that goes with administering 
an estate, he would decline to assume 
those responsibilities again, and would 
also hesitate before burdening a friend 
with the cares of his estate. This idea 
of ours, however, was not borne out by 
facts. Apparently the administration 
of an estate is not as terrifying to a 
business man as we have believed. It 
may be that many of these individual 
executors acted without compensation, 
and therefore feel that to name a rela- 
tive in this capacity would be a matter 
of economy. Our strongest argument 
here is to present facts showing that 
the total cost of administration, where 
a trust company acts, is usually con- 
siderably under the total cost of indi- 
vidual administration. 

The comments fell rather generally 
into these classifications: Type of solici- 
tor; co-executor and co-trustee with 
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trust company; fee schedule; invest- 
ments; attitude of trust officers; and 
steps in probate. There were also such 
voluntary comments as: “I firmly be- 
lieve in service rendered by trust com- 
panies” and “in my judgment the mod- 
ern trust company makes an ideal ex- 
ecutor and trustee.” 


Inexperienced Solicitors 


HESE subjects can be discussed 

in more detail. First, the type of 
solicitor: As the figures show, the large 
majority were favorably impressed, but 
those who responded negatively had 
rather interesting criticisms to offer. 
Most of these seemed to be directed 
toward. the salesman with but limited 
trust experience. A man’s estate is the 
fruit of a whole life’s work, and its 
distribution and preservation means the 
continued welfare of those nearest and 
dearest to him. Hence, it is only natural 
that he should prefer to discuss his 
plans with someone who can make sug- 
gestions that are drawn from actua! 
experience with many estates. Trust 
solicitation needs an approach different 
from any other type of salesmanship. 
High pressure cannot be used. It is bet- 
ter to have fewer solicitors and have 
them of higher quality. Extreme youth 
is a disadvantage; practical knowledge 
of administration is almost essential; 
the personality must be pleasing, and 
tact is a quality to be stressed. Pros- 
pects for trust business are too valuable 
and too limited in number and with too 
far-reaching influence to be hazarded by 
an improper presentation of the trust 
story. 

Second, co-executors and co-trustees: 
Although trust companies are willing 
that individuals act as co-executors and 
co-trustees, they apparently have not 
sufficiently stressed this in their adver- 
tising. This is one of the best sales 
approaches and should be prominently 
stressed both by advertising and by per- 
sonal solicitation. Some of the com- 
mentors to our questionnaire felt that 
this was something that they had to 
fight for, while as a matter of fact most 
trust companies welcome someone to ad- 
vise with them and to share the respon- 
sibility.- Over and over again such 
comments were made: “I have a wife 
who is very capable,” or “I would like 
to have my oldest son probate my 
estate.” Fine! Encourage the prospects 
in this attitude, but sell them to the 
further idea that that capable wife or 
that grown son can be very definitely 
helped by the experience of a trust offi- 
cer. Feature this combination of family 
or friend and trust company whenever 
you can. 

Third, fee schedule: The question- 
ing of fees is something not peculiar 
to trust service. Minnesota, for . éx- 
ample, has no statutory fee schedule. 
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The fees are approved by the court in 
each case. Although our questionnaire 
indicated that 79 per cent thought our 
fees fair, I believe it is a characteristic 
of human nature to feel that taxes, 
doctors’ bills, undertakers’ charges, law- 
yers’ fees, and trust companies’ fees are 
naturally excessive. Because trust com- 
panies are usually large, some people 
feel that profits must be high. Trust 
companies are perhaps themselves to 
blame for this situation, as they ordi- 
narily do not in their advertising men- 
tion fees or charges except in general 
terms. People have reached a stage 
where they want to know in advance 
what the cost of anything is to be. If 
we are certain that our fees are fair, 
and I believe that this is the case gen- 
erally, we should have no hesitation in 
telling definitely what our services cost. 
As a matter of actual history, the total 
cost of administering an estate in the 
county in which Minneapolis is located 
is considerably under the total cost for 
an estate of the same size administered 
entirely by an individual. This survey 
was made by one of our trust companies 
several years ago. They determined 
that where administration was made by 
an individual the total cost allowed was 
2.86 per cent of the estate, whereas in 
the case of a trust company the total 
cost allowed was only 1.58 per cent of 
the estate. Considerable publicity was 
given to this survey by them at the time, 
and it caused a great deal of favorable 
comment. 

A survey at the present time would 
undoubtedly show about the same ratio; 
therefore I suggest that in our adver- 
tising we take actual estates that have 
been probated and, without revealing 
facts that would identify the estates, 
show how they were administered and 
the charges made. Nothing dispels sus- 
picion more quickly than a frank dis- 
cussion of facts. Generalities have little 
place in legitimate business today, espe- 
cially with business men who are ac- 
customed to definite quotations. This 
does not mean, of course, that trust com- 
panies can today guarantee a fee for 
their services ten years from now, but 
at least figures of the cost at this time 
can be quoted as an indication. It would 
be interesting to know if this practice 
is quite general. 


Kin as Co-Trustee 


OURTH, investments: A number 

of comments were made expressing 
the fear that trust companies might be 
tempted to purchase slow-moving invest- 
ments for the trusts from their own in- 
vestment departments. To guard against 
any such possibility it was suggested that 
a member of the family act as co-trustee. 
In this connection, it might be well 
to review the two schools of thought pre- 

(Continued on page 564) - 
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The Two Hartfords Offer Bankers: 


Bankers’ Blanket Bonds 
Fidelity Bonds 

Forgery Insurance 
Registered Mail Insurance 
Fire Insurance 

Aircraft Insurance 
Burglary Insurance 
Interior Hold-Up Policies 
Messenger Hold-Up Policies 
Damages Policies 
Burglary and Robbery 
Plate Glass Policies 
General Liability Policies 


All other regularly recognized forms 
of protection are available. 
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L O 8 xy - Ss . . . from hidden, unsuspected sources are a con- 


stant threat to your resources and reputation. 


You face them every day. Do you know how to guard against them and be 
assured of payment for them, if they occur? 
Hartford does. Hartford has a special service for bankers that exposes 


these dangers and offers a way of protecting you against them. 


On request and without obligation, a Hartford bank insurance expert, 
in cooperation with your local Hartford agent, will explain it and work it 
out with you. . « This service is free. Write for it today! 


tHE HARTFORD FIRE INSURANCE CO. 
AND THE HARTFORD ACCIDENT 
ann INDEMNITY CO. 


HARTFORD CONNECTICUT 
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Investment Affliate of 


Foreman-State National Bank 
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How Blue-Sky Laws Work 


(Continued from page 516) 


in event of liquidation, 20 per cent of 

the assets were to go to the holders of 

the common stock and 80 per cent to the 

holders of the preferred stock. This 
would have meant: 

$700,000 from the 

investors 


1,000 from the 
promoters 


$701,000 
100,000 


$601,000 net from 
stock sales 


Less selling expenses of.. 


In event of liquidation this would have 
been divided as follows: 


$480,800 
120,200 


$601,000 


$120,200 for $1,000 


N other words the promoters would 

have received, in event of liquidation, 
a return of $120,200 for an investment 
of $1,000, while the investors would 
have been given but $480,800 for their 
$700,000 investment. This is the most 
favorable interpretation possible as it 
assumes that none of the assets have 
been dissipated; under actual conditions 
of involuntary liquidation they would 
have received even less. 

Before a permit to sell was issued, the 
company was required to amend its ar- 
ticles of incorporation to the effect that, 
in event of liquidation, the holders of 
preferred stock were to be paid $15 per 
share before the holders of common 
stock were permitted to participate in 
the assets, and then on the proposed 20 
per cent—80 per cent basis. Under this 
plan, the investors would receive their 
money back, less sales expense, before 
the promoters could share in the assets 
and, in event of involuntary liquidation, 
there would probably be nothing left for 
them to share. Thus we see that the 
refusal of permission to sell securities 
is not the only service offered by the 
department entrusted with the enforce- 
ment of the Washington blue-sky law, 
and this fact grows even more apparent 
when one reads the provisions of the 
permit to issue securities granted by 
this department. 

These provisions are largely a matter 
of administrative ruling rather than 
specific provisions of the state security 
act itself. They are based on the power 
given the director of licenses by the law 
to make such rules as are necessary and 
proper in the enforcement of the act, 
and many of them are common to the 
administrative rules of practice adopted 
by the security commissions of other 
states. 

In the first place, the Washington 
permit to issue specifically limits the 
number of shares to be sold and defi- 


To investors 80 per cent 
To promoters 20 per cent 


nitely fixes the selling price of these 
shares. Second, it provides that all 
stock which has been or is to be issued 
for promotion fees or expense, patent 
rights, copyrights, and other intangible 
assets, and/or such assets as are held to 
be valued in excess of current values 
determined by proper appraisal, shall be 
placed in escrow under agreements ap- 
proved by the director of licenses. Third, 
the total commission and other sales ex- 
penses shall not exceed 20 per cent for 
speculative securities, 10 per cent for 
going concerns, and 5 per cent for bond 


issues. 


Cannot Run Away 


HE second provision, it will be 

seen, takes the sweetness out of the 
promotion of enterprises unlikely to 
succeed by keeping the promoter from 
selling his stock and getting out before 
the crash. The third assures the in- 
vestor that too much of the money he 
spends for the security cannot be wasted 
in sales’ expense, and that enough of it 
is retained in the business to give the 
concern a chance of success. 

The fourth provision is that the sub- 
scription agreement, all literature or 
other advertising used at any time in 
the sale of the stock, and any and all 
written agreements entered into with 
brokers and agents for the sale of stock, 


State Enforced by 


Securities Commission 
Corporation Commission 
Railway Commission 
Corporation Department 
Secretary of State 
Connecticut Bank Commissioner 
Florida...Comptroller and Attorney General 
Georgia Securities Commission 
Commissioner of Finance 
Indiana Securities Commission 
Securities Department 
Bank Commissioner 
Securities Department 
Securities Commission 
Bank Commissioner 
Massachusetts. Department of Public Utilities 
Michigan Securities Commission 
Minnesota Department of Commerce 
Mississippi Secretary of State 
Missouri Secretary of State 
Montana Investment Commissioner 
Nebraska 
Department of Trade and Commerce 
New Hampshire Insurance Commissioner 
New Mexico Bank Examiner 
Corporation Commission 
Securities Commission 
Division of Securities 
State Issues Commission 
Corporation Commissioner 
Securities Commission 
Bank Commissioner 
Insurance Commissioner 
Securities Commission 


Kentucky 
Louisiana 


Pennsylvania 
Rhode Island 


Tennessee 
Commissioner of Insurance and Banking 
Secretary of State 
Securities Commission 


Commissioner of Banking and Insurance 
Virginia Corporation Commission 
Washington Director of Licenses 
West Virginia....Commissioner of Securities 
Wisconsin Railroad Commission 
Wyoming Securities Department 
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shall be filed with the director of licenses 
before or at the time of completion, pub- 
lication, or circulation. This is to pre- 
vent the use of extravagant or misrepre- 
sentative advertising in the sale of the 
stock. Fifth, semi-annual reports of the 
financial condition of the company, and 
its receipts and disbursements from the 
sale of stock must be submitted during 
the sale of the stock, and notice must 
be given when the sale of stock has been 
completed. The sixth provision requires 
that fidelity bonds shall be given to the 
company by its officers who are charged 
with the handling of its funds or the 
control of its property. These bonds 
shall specifically provide that cancella- 
tion of the bond does not become effec- 


tive until a copy of the cancellation 


notice is served upon the director of 
licenses. The original bond or a dupli- 
cate must be filed with the director of 
licenses during the continuance of the 
permit. 

Seventh, notices of all withdrawals 
or changes of officers, directors, or trus- 
tees of the corporation shall be given to 
the securities division of the license de- 
partment within five days after such 
withdrawals or changes in the personnel 
of the corporation become effective. 
This was found to be necessary because 
certain new corporations, not having an 
established reputation, would give shares 
of stock to prominent people and then 
place their names on the board of di- 
rectors or make them temporary trus- 
tees or officers to aid in the sale of the 
stock. Later these would be removed, 
having served their purpose, and men of 
less prominence substituted. This could 
hardly be considered fair to the security 
buyers, and this provision in the permit 
gives the department a means of pre- 
venting it on penalty of cancellation of 
the permit to sell securities, and the re- 
fusal to grant further permits. 


Making Investors Think 


N the case of the more speculative 
securities the department adds a fur- 

ther provision. This requires that each 
subscriber sign a subscription agree- 
ment, on the face of which in bold type, 
directly over his signature, shall appear 
a statement, the wording of which is 
adapted to the needs of the particular 
security, but which would be somewhat 
as follows: 

“T hereby certify that before pur- 
chasing the stock of this company I made 
an investigation, satisfactory to myself, 
of the assets and liabilities of the com- 
pany and its plans of operation.” 

This is intended to make the work of 
the high pressure salesman a little more 
difficult, and to make the purchaser 
think a little bit before he buys. The 
department requires also that all adver- 
tising matter mentioning the approval 
of the securities division must state in 
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bold type that the authority to sell is 
permissive only, and does not constitute 
a recommendation or endorsement of the 
securities to be issued. 

In conclusion a few points might well 
be emphasized. One of these is that, in 
the case of the more effective security 


AMERICAN BANKERS ASSOCIATION JOURNAL 


laws, the actual provisions of the laws 
themselves are but a part of the pro- 
tection offered to’ security buyers. The 
provisions of the permit to issue, for in- 
stance, add materially to this protection, 
and such provisions are incorporated in 
the administrative rulings of the security 
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commissioners of many other states be- 
sides Washington. Hence, if the Wash- 
ington law or its administration is out- 
standing in any particular, it might be 
in the practice of raising the sub-stand- 
ard securities to the requirements of the 
department. 


Organized Banking Activities 


Headquarters Will Move 


HE new headquarters of the Amer- 
ican Bankers Association, starting 
May 1, 1931, will be in an office 
building now under construction at 22 
East 40th Street, the southeast corner of 
Madison Avenue, New York City. The 
removal committee, appointed at the last 
Spring Meeting of the Executive Council 
in Old Point Comfort, Va., investigated 
available accommodations over a wide 
area before reaching a decision. 


Council and Convention 


HE Executive Council of the Amer- 
"Ih toon Bankers Association will hold 
its Spring Meeting in 1931 in Augusta, 
Ga., from April 13 to 16 inclusive. Head- 
quarters will be the Bon Air-Vander- 
bilt Hotel. The Administrative Com- 
mittee of the Association also announced 
definitely that Atlantic City, N. J., had 
been selected for the 1931 Annual Con- 
vention, from October 5 to 8 inclusive, 
with headquarters at the Traymore 
Hotel. 


Campaign for Savings 
HE Savings Bank Division of the 


American Bankers Association is 
sponsoring a nation-wide campaign to 
popularize the savings account. The oc- 
casion for the movement, according to a 
statement issued by the Division, is to 
combat “unscrupulous methods” which 
are being used to make savings deposi- 
tors dissatisfied. 

“The savings account in many banks,” 
says the announcement, “has been per- 
mitted to grow as best it could with a 
minimum of attention. Comparatively 
little attention has been given to improv- 
ing its position and making it more at- 
tractive.” 

“Numerous competitors have appeared 
on the scene and are challenging the 
right of banks to the savings of the 
American people. They have adopted 
the most modern methods for bringing 
about the re-investment of funds on de- 
posit in savings accounts.” 

The purpose of the campaign is to use 
advertising and publicity as channels 
through which to reach the public and 
the plan is to ask every banker in the 
country to cooperate. The menibers of 


the committee in charge of the work are: 

W. R. Morehouse, Vice-President, Se- 
curity-First National Bank, Los Angeles, 
Cal., chairman; Clinton F. Berry, Vice- 
President, Union Guardian Trust Com- 
pany, Detroit, Mich.; Guy W. Cooke, 
Assistant Cashier, First National Ban‘, 
Chicago; E. Herman Ernst, Assistant 
Treasurer, Fordham Savings Bank, New 
York City; Alfred H. Hastings, Treas- 
urer, Springfield Institution for Savings, 
Springfield, Mass.; J. V. Holdam, Assis- 
tant Vice-President, First National Bank, 
Chattanooga, Tenn.; F. R. Kerman, Vice- 
President, Bank of America N. T. S. A., 
San Francisco, Cal.; Don Knowlton, Man- 
ager Publicity Department, Union Trust 
Company, Cleveland, Ohio; J. A. Price, 
Advertising Manager, Peoples-Pittsburgh 
Trust Company, Pittsburgh, Pa. 


Western Management 
Meeting 


EN western states will send delegates 
to a bank management conference to 
be held in Salt Lake City, Utah, March 26 
and 27, 1931. Frank W. Simmonds, dep- 
uty manager of the American Bankers 
Association, announced that details of 
the conference would be arranged by the 
various state bankers associations in co- 
operation with the Bank Management 
Commission of the Association. This will 
be the second conference of western 
bankers on management. The. partici- 
pating states will be Arizona, California, 
Colorado, Idaho, Montana, Nevada, Ore- 
gon, Utah, Washington and Wyoming. 
“The conference will be a _ strictly 
business meeting without any social em- 
bellishments,” said Mr. Simmonds, “The 
purpose will be the strengthening of the 
foundations of the banking structure 
through increasing the efficiency of man- 
agement, to foster the development of 
stronger, more serviceable and more 
profitable banking.” 


Regional Savings Conference 


The Savings Bank Division, American 
Bankers Association, announces that the 
annual Eastern Regional Savings Con- 
ference, which embraces the territory of 
the New England and Middle Atlantic 
States, will be held at the Hotel Commo- 
dore, New York, on March 19-20, 1931. 


Banker-Farmer Meeting 


LEXANDER LEGGE, chairman of 

the Federal Farm Board, was a 
speaker at the conference on banker 
farmer problems sponsored by the Agri- 
cultural Commission of the American 
Bankers Association on December 4 and 
5, in South Bend, Ind. Rome C. Stephen- 
son, President of the American Bankers 
Association, addressed the delegates at 
the opening of the conference. 

The program included round table dis- 
cussions of the work of the Commission 
and various phases of banker-farmer co- 
operation. The list of speakers included 
Dean H. L. Russell of the Wisconsin 
College of Agriculture, President F. D. 
Farrell of the Kansas Agricultural Col- 
lege, Dr. J. G. Dickson of the Wisconsin 
College of Agriculture, Dean J. H. Skin- 
ner of the Purdue School of Agriculture, 
President H. A. Morgan of the Uni- 
versity of Tennessee and Dan H. Otis, 
Director of the Agricultural Commis- 
sion. 


Convention Calendar 


DATE STATE 
1931 ASSOCIATION 
April 24-25 New Mexico 
May 25-27 Illinois 
June 10-11 Indiana 
June 18-21 Virginia Hot Springs 
June 22-24 Iowa Waterloo 
AMERICAN BANKERS ASSOCIATION 
MEETINGS 
April 12-15 Executive Council, 
Augusta, Ga. 
American Institute of 
Banking, Pittsburgh, Pa. 
Convention, 
Atlantic City, N. J. 


REGIONAL CONFERENCES 
Feb. 17-19 Twelfth Mid-Winter Trust, 
New York, N. Y. 
Spring 1931, Fourth Southern Trust, 
Charleston, S. C. 
March 19-20 Mid-Western Bank Manage- 
ment, Kansas City, Mo. 
March 26-27 Western Bank Management, 
Salt Lake City, Utah. 
March 19-20 Eastern Savings, 
New York, N. Y. 
OTHER ASSOCIATIONS 
Apr. 28-May 1 U. S. Chamber of Com- 
merce, Atlantic City, N. J. 


PLACE 
Carlsbad 
Chicago 
Indianapolis 


June 8-12 


Oct. 4-8 


| 
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THE OXY-ACETYLENE FLAME 
ineffective against 


PURE COPPER 


AnaCOnDA 


The importance 
which bankers, 
architects and en- 
gineers attach to 
Copper in bank 
vault construction, 
is shown by the 
fact that over 400 
large and small 
banksin the United 
States and foreign 
countries have 
vault doors incor- 
porating plates of 
Copper seven to 
ten inches thick. 


This massive vault door in the Northern Trust Co., Chicago, is two 
feet thick and contains a protective layer of copper seven inches thick. 


HE amazing resistance which 

Copper plates built into bank 
vault doors offer to the oxy-acetylene 
torch is due to Copper’s high thermal 
conductivity, which quickly diffuses 
the heat over a wide area. To success- 
fully burn through a thick plate of 
copper requires so much time and 
burdensome equipment as to render 
torch attack impracticable. 


Leading vault engineers have been 
advocating the use of Copper Plates 
seven to ten inches thick in bank 


vault doors, and bank managements 
in increasing numbers, the country 
over, are adopting this means of frus- 
trating attack by the cutting torch. 


Anaconda Copper is mined, smelted 
and refined by a single organization. 
The electrolytic refining process em- 
ployed, resulting in a guaranteed purity 
ofat least 99.9%, assures maximum heat 
conductivity. Anaconda Copper in the 
form of thick plates built into the doors 
provides the most modern measure of 
protection in bank vault construction. 


For further information address: 
Anaconda Copper Mining Company, 25 Broadway, New York 


ANACONDA COPPER 
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FARM MACHINE HEADQUARTERS — 
MCCORMICK:DEERING 


-Your Dealer 


LONG the streets of your town are many 
stores handling many lines. Somewhere on 
one of those streets there is a man doing 
business under a familiar sign. He is the 

McCormick-Deering dealer—a plain man to whom 
the whole community is indebted. 


The dealer in farm power and equipment is a man 
of great importance to his town and to every 
farmer roundabout. You cannot tell it by his “front” 
because he does not go in much for show. You 
may have to go around the corner to find his store. 
But, just the same, this man under the McCormick- 
Deering sign is the most vitally necessary merchant 
in town. 


Good Equipment Is Vital 


Before the womenfolks f° in to shop for hats and 


clothing, groceries and dry goods, pianos and 
house furnishings, there must be money for these 
things. The menfolks must earn it — with land and 
good equipment. 


Today the whole family on the farm enjoys a 
high standard of living—education, automobiles, 
music, the talkies, and all the rest—because of the 
labor-saving, cost-reducing equipment that the 
McCormick-Deering merchant is selling to help the 
farmer make money. 


Your 


Today, more than ever, this man can be of prac- 
tical vital service to all in your town. He represents 
not only the very beginning of modern agriculture, 
of which the emblem is the first McCormick Reaper, 
but all the remarkable changes and improvements that 
have revolutionized agriculture. 


In the old days, when farming was a much harder 
job in labor, toil, and drudgery, the dealer’s service 
was much simpler—just like the machines and im- 
plements of his time. 


The Changing World 


How different it is today! Mighty changes have 
transformed the world since 1900. New methods 
and new efficiencies came to the aid of agriculture. 
New and bigger and more complicated equipment 
set out to batter down the costs of production. 
Farming became a business.)s POWER FARMING 
was developed in its many phases. Agriculture fol- 
lowed the lead of industry and mechanized itself. 


The dealer has kept himself abreast of these great 
waves of change. Year after year he has learned 
more about power and modern equipment. Today 
his store is headquarters for the modern equipment 
that makes up the McCormick-Deering line—and 
his mind is a storehouse of information to go with 
the equipment. He is a prosperity builder of the 
first order. He has contributed much to your 
community—he will contribute much more. 


INTERNATIONAL HARVESTER COMPANY 


606 So. Michigan Ave. 


of AMERICA 


(Incorporated) 


Chicago, Illinois 


SALES 
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Prices and The Gold Complex 


(Continued from page 504) 


restrained from granting the necessary 
credit because of insufficient reserves. 
Since the reserves in turn are gold or 
directly related to gold it is at once 
apparent that the decline in prices 
which is proving so oppressive has been 
caused by a scarcity of the yellow metal. 


Neglected Factors 


OW it may strike the reader that 

this analysis has ignored the 
commodity side of the market equation, 
i.e. prices may conceivably decline be- 
cause of an overabundance of goods. It 
would also seem that central banks feel- 
ing the pinch of inadequate reserves 
would use certain time. honored pro- 
tective devices such as the sale of bills 
and securities and increases in the dis- 
count rate. It is notable that in these 
recent months when commodity prices 
have appeared to be shooting down a 
greased slide, money rates in this coun- 
try and throughout the world have been 
abnormally low. Reserve ratios of cen- 
tral banks are far above their legal 
minima. Capital markets are glutted 
with funds. 

Disturbing as these facts may seem 
to the gold hypothesis it is very doubtful 
if they will discourage those ardent 
spirits who are able to discern a single 
universal cause in the current depres- 
sion. The national legislature as on 
other occasions in the past will be as- 
sailed by proposals to assure stability 
of price levels through legislative fiat or 
bureaucratic wisdom. During the eighties 
and nineties of the last century bimetal- 
ism was urged as the specific for the 
decline in prices from which the pro- 
ducers of raw materials, in particular, 
were suffering. The Greenback Party 
as its name implied was dedicated to the 
unlimited issue of paper currency for 
the relief of the farmer and the worker. 
The proposals which followed the Great 
War are still fresh. 


Where the Doctrine Cracks 


HE case for radical monetary re- 
form was built up largely from the 
experience of the war torn nations of 
Europe. It was clear then (as it must 
be now) that a substitute for the gold 
standard could never be sold to the world 
unless and until the gold standard itself 
had become thoroughly discredited. It 
is a singular fact that the connection 
between the present decline in prices and 
a scarcity of the yellow metal is seen 
most clearly by those students who are 
interested in the substitution of some 
other standard. 
That gold is in any way responsible 
for the present distress of the world can 


become a tenable proposition only if we 
accept certain rigid premises regarding 
the rate of necessary growth in our gold 
supply and the fixed relation between 
that gold supply and price levels. No 
one has yet established any causal con- 
nection that is worth the paper on which 
it is printed between the rate of past 
growth of gold and the conduct of the 
price level. After prodigious statistical 
efforts we can only say that the world’s 
gold supply has revealed one rate of 
growth, the sum total of credit and cur- 
rency another rate and that the price 
level has rambled up and down through 
a wide range. Only a clouded assump- 
tion can hold that the last is the in- 
evitable consequence of the first. 

Gold no longer has a direct bearing 
upon prices because it no longer serves 
as the sole direct medium of exchange. 
It has been so diluted by substitutes 
and its relation to credit and currency 
has been so loosened that it is impossible 
to establish a direct or in fact any 
active causal connection between it and 
the price level. Let the skeptic try to 
trace a correlation between the world’s 
gold supply and the world price level— 
if there is such a thing. When he learns 
how to measure the purchasing power 
in any given country let him try to show 
that increases in the gold supply are 
followed by increases in the price level 
and vice versa. 


Uses of Gold 


outside of its uses in industry and 
These two purposes are only 
indirectly and remotely related to the 


serves but two purposes today 


the arts. 


price level. Gold is employed to settle 
temporary balances between countries 
which cannot conveniently be deferred 
by credit. That is a sufficient general 
explanation for gold movements today. 
Certainly the gold which leaves England 
for France or comes to New York from 
the Argentine does not move because of 
the prospect of greater purchasing power 
in France or the United States than in 
the countries of previous situs. 

Another year may reverse the aurif- 
erous streams even though price levels 
in the countries involved remain pre- 
cisely the same. In its second function 
gold serves as a watchdog against in- 
flation although when its bluff is called 
it retires meekly enough. A gold stand- 
ard country is on a gold standard only 
so long as an equality in value is main- 
tained between a given quantity of gold 
defined by law—23.22 grains in this 
country—and the monetary unit. This 
equality must be maintained by constant 
and unconditional convertibility so that 
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the option may be exercised at any time 
and to any extent by anyone who holds 
of the country’s currency. The neces- 
sity for such convertibility will prevent 
legislators, reluctant to tax their con- 
stituents, from using an undue amount 
of paper money to pay the bills of state. 
In this capacity gold is a check to im- 
provident government finance. The Ger- 
man Reichstag is experiencing that par- 
ticular restraint at this time. 


On Again, Off Again 


HE truth of the matter is that we do 

not know how little gold we require 
for these two purposes. Long before a 
crisis is reached the central bank or the 
treasury raises the white flag. Restric- 
tions are placed upon exportation. Con- 
vertibility is denied and we are no longer 
on the gold standard. Since popular 
psychology and governmental fiat are 
so important, if not more so than the 
reserve ratio, more gold would help us 
little. By the same token less gold would 
embarrass us equally little. 

However, there is little chance at the 
present time that any of the govern- 
ments of countries on the gold standard 
will deliberately abandon it. Our inter- 
est in it here is due to an examination of 
the part it is playing in the distressing 
subsidence of prices. Such a relation 
cannot be discovered. 


Banks and Farmers 
in Step 


(Continued from page 500) 


benefited by a sound development of the 
dairy industry or the fruit industry is 
the best possible reason why the bankers 
of the community should not lend 
farmers money with which to buy scrub 
bulls or tubercular cows or to buy ill- 
adapted or diseased apple trees. To 
support these unsound practices inevi- 
tably injures the agriculture of the com- 
munity to the ultimate sorrow of both 
bankers and farmers. 


Learn by Contact 


OW are bankers to know what to 
condemn and what to support? 
Briefly, I should say by taking an active 
part in banker-farmer work. The first 
objective of that work is the education 
of bankers regarding what is sound and 
what is unsound for local agricultural 
practice. The education takes place 
through friendly, intimate contacts be- 
tween bankers, on the one hand, and 
representatives of the state agricul- 
tural colleges and successful farmers, on 
the other. Where bankers cooperate 
sincerely and consistently agriculture 
makes progress and both bankers and 
farmers are benefited. 


Lh 
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Will a New Prophet Appear? 


(Continued from page 493) 


accordingly risen, numerous workmen 
are in constant fear of unemployment 
even in periods of prosperity. As in the 
eighties and nineties, changes in the cost 
of production are involving business men 
and farmers in great difficulties. The 
combination movement is affecting not 
only industries, public utilities, and rail- 
roads, but it is spreading to a hitherto 
impregnable field—that of agriculture. 
People’s wants are noticeably shifting; 
less wheat and corn, more sugar and 
vegetables; less of the substantial things 
of life, more luxuries and trimmings. 
Farmers, producing more wheat and 
corn on a smaller number of farms, are 
compelled to place an increasing reli- 
ance upon an uncertain export market. 
According to figures of the Bureau of 
Agricultural Economics, the average 
value per acre of the ten leading crops 
has fallen from $29.72 during the period 
1916-1920 to $20.82 in 1928. During 
the twenty years after the Civil War 
the drop was from an average of $14.70 
for 1866-1870, to $9.97 for 1886-1890. 
Many business men and farmers, suffer- 
ing from the post war deflation, attribute 
their plight to a curtailment of credit 
and currency. As in the era producing 
William Jennings Bryan, many farmers 
are in debt. The hoped for appreciation 
of land values has not materialized. 
Credit, though abundant, requires good 
security which is often not available. 
Interest and principal payments are de- 
faulted. Everyone is seeking a panacea. 


New Set of Conditions 


HE difficulty in industry and agri- 
anon today is probably due more 
to fundamental conditions of demand 
and supply than to a scarcity of money 
and gold. The quantity of money in the 
United States is relatively unimportant. 
It follows, rather than precedes, changes 


in business conditions. Moreover, about 
92 per cent of the circulatory medium 
in the United States is in the form of 
bank deposits. And only 8 per cent is 
in the form of “money.” These figures 
contrast with 69 per cent and 31 per 
cent respectively in 1880. Dr. O. E. 
Baker, of the Department of Agricul- 
ture, stated in a recent conference at 
Cornell University that “the increase 
in production per acre in crops has been 
about 27 per cent in the last thirty 
years, and it seems not unreasonable to 
expect an increase in agricultural pro- 
duction per acre in crops of 50 per cent 
during the next fifty or sixty years, pro- 
vided that a market can be found for 
the products.” 

In another lecture Dr. Baker shows 
that the output of farms has increased 


about 50 per cent more rapidly than the 
population of the country. The recent 
census shows that about 25 per cent of 
the gainful workers in the United States 
are on farms. The percentage in 1880 
was about 45. Relatively fewer farm 
workers are producing an increasing 
output. Unemployment is rife in the 
cities. Dissatisfied farmers can find no 
outlet in the cities; unemployed city 
workers would not better the situation 
by moving to the farms. 


Impatient Production 


ROFESSOR RICHARD T. ELY in 

his recent edition of “Outlines of 
Economics,” says that it is “probable 
that society will continue to feed itself 
with increasing ease.” We may add 
that society is also clothing, housing, 
and transporting itself with increasing 
ease. For a long time we have in- 
creased the productive capacity of our 
workmen in the belief that markets 
would continue to expand. The expan- 
sion did not meet our expectations. The 
supply of wheat, cotton, corn, copper, 
coffee, rubber, sugar, oil, silk, cocoa, and 
many industrial products out- 
stripped the effective demand. Re- 
trenchment and hard times, both in the 
United States and foreign countries, 
have been the result. 

There is very little evidence to the 
effect that the present depression or the 
recent fall in the price level has been 
due to a shortage of money or of gold. 
But in most European countries, whose 
currencies depreciated during the war 
and early post-war period, monetary 
stabilization at first accounted for a 
great part of the price decline, in some- 
what the same way as the fall in the 
general price level in the United States 
from 1865 to about 1878 was due par- 
ticularly to currency appreciation. 
When Rosencrantz protested to Hamlet 
that Denmark was not a prison, Hamlet 
responded: 

“Why, then, ’tis none to you; for there 
is nothing either good or bad; but think- 
ing makes it so. To me it is a prison.” 


Will History Repeat? 


O, in politics, thinking is the thing. 

Not facts alone, but also popular 
interpretation and correlation of the 
facts, make issues and decide political 
battles. Economists are again popular- 
izing the possibility of a gold shortage. 
There is plenty of silver. Times are 
hard for many people, even in periods 
of statistical prosperity. Is it not pos- 
sible that in the popular mind these 
three phenomena will again be associated 
to form a new political movement? 


The falling price of silver has brought 
hardship and limiting purchasing power 
to all those engaged in this industry. 
More important still, inhabitants of such 
silver using countries as China and In- 
dia, whose income and savings are in 
terms of silver, have lost a great por- 
tion of their buying power, and must 
severely curtail their purchases of wheat 
and other commodities produced in gold 
standard countries. Is it not to be ex- 
pected, then, that many farmers and in- 
dustrialists may join with the silver pro- 
ducer in demanding an increased coin- 
age, perhaps free coinage, of that metal? 
Professors Marshall, Hertzka, and Edge- 
worth in the last two decades of the 
nineteenth century advocated a system 
called symmetalism or the “linked bar,” 
sometimes termed “joint metallism,” 
under which gold and silver would be 
blended in fixed proportions into a new 
monetary unit. 


Platinum in Russia 


HE expected agitation for more 

money may also take the form of a 
demand for reliance upon other metals. 
Russia at one time attempted to make 
use of platinum as a medium of ex- 
change. It was found, however, that 
platinum was too scarce and valuable. 
The State Bank of Russia is now, how- 
ever, permitted to include this metal as 
a part of its reserves. May not a new 
Bryan take up the cudgel in favor of 
platinum as a form of reserves and as a 
means of making international settle- 
ments? Already’ several authorities 
have proposed platinum. 

We may also be confronted with a de- 
mand for more paper money. A United 
States senator proposed back in 1921 
that the soldiers’ bonus be paid by 
means of the issue of three or four bil- 
lions of dollars in Government notes. 
In May, 1929, Senator Brookhart pro- 
posed that the Federal Government build 
a network of 25,000 miles of highways 
and make payment therefor by the 
printing of some $2,000,000,000 worth of 
greenbacks. One of his chief arguments 
was that this plan would provide more 
money and would tend to reduce interest 
rates. Henry Ford has suggested the 
governmental development of Muscle 
Shoals by means of the issuance of 
paper money which would be retired out 
of the earnings of the plant. Such a 
plan, Mr. Ford argues, would involve 
huge savings in interest. Why should 
the Government pay interest for the use 
of money which it itself can manufac- 
ture? is his main argument. Other 
plans for the expansion of paper money 
issues have been advocated since the 
price level began its general downward 
movement in 1920. 

Some sentiment is already noticeable 


(Continued on page 551) 
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A PIONEERS ‘REWARD 


IN HOLD- -UP 
INSURANCE 


HIGHEST DI/COUNT EVER GIVEN 
PROTECTION 


HE National Rating Bureau of Casualty 

and Surety Underwriters guarantees 

this discount to banks installing Federal 
Gas Protection—a just reward to the pioneer 
developer of chemical protection. 


j= This 25% discount, the greatest ever granted 

to a daylight protective device, is a fitting 

recognition of the splendid record of FEDERAL TEAR 

GAS during past years, in the prevention and frustra- 
tion of banditry. 


Federal Laboratory engineers inaugurated safe, harmless, 
yet absolute prevention of the atrocities of ruthless 
bandit attacks—now it protects patrons and employees of 
A “ii thousands of BANKS, PUBLIC TREASURIES, PAY- 
A hold-up frustrated without a gun battle. OFFICES, etc. These years of research and experience can 
There is no known defense against be applied to your protection problem. 
Federal Gas despite claims 


to the contrary. Banish forever that fear of hold-up and murder— 


install Federal Gas NOW! 


185 Forty-First St. Pittsburgh, Pa. 


Federal Laboratories, Inc. 
185 Forty-First St., Pittsburgh, Pa. 
(Representatives i in all Principal Cities) 


Gentlemen: Without obligation to us, you may 
please send us details about Federal Bandit Protec- 
tion for banks. 


Name 


Bank 


ABA-12-30 
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INCORPORATED 


= 
QZ 
& 


A BANKING 
connection with any unit 
of the Guardian Detroit 
Union Group, Incorpo- 
rated, enables you to keep 
in close touch with the 


multiple financial activities 


° 
PGRAND RAPIDS | 


| 


and significant commercial 


development in Michigan’s [LANSING | 


industrial area. The institu- 
tions in the Group are 
located in the key cities of o 


NIACKSON | 
this area and the informa- 


tion and facilities possessed 
by each unit are available 


to all customers of any unit. 


CITY NATIONAL BANK & TRUST CO. 
Battle Creek 


BANK OF COMMERCE 
Dearborn 


BANK OF DEARBORN 
Dearborn 


UNION STATE BANK 
Dearborn 


GUARDIAN DETROIT BANK 
Detroit 


GUARDIAN DETROIT COMPANY 
Detroit 


KEANE, HIGBIE & COMPANY 
Detroit 


MICHIGAN INDUSTRIAL BANK 
Detroit 


NATIONAL BANK OF COMMERCE 
Detroit 


AGGREGATE 


RESOURCES 


UNION GUARDIAN TRUST CO. 
Detroit 


UNION INDUSTRIAL TRUST & SAVINGS 
BANK 
“lint 


GRAND RAPIDS NATIONAL BANK 
Grand Rapids 


GRAND RAPIDS TRUST COMPANY 
Grand Rapids 


JEFFERSON SAVINGS BANK 
Grosse Pointe Park 


BANK OF HAMTRAMCK 
Hamtramck 


HIGHLAND PARK STATE BANK 
Highland Park 


HIGHLAND PARK TRUST CO. 
Highland Park 


OVER 


THE NATIONAL BANK OF [ONIA 
onia 


UNION & PEOPLES NATIONAL BANK 
Jackson 


FIRST NATIONAL BANK & TRUST COM- 
PANY 


Kalamazoo 


CAPITAL NATIONAL BANK 
Lansing 


CITY NATIONAL BANK & TRUST CO. 
Niles 
FIRST NATIONAL TRUST & SAVINGS 
BANK 
Port Huron 
SECOND NATIONAL BANK & TRUST 
COMPANY 
Saginaw 


TRENTON STATE BANK 
Trenton 


$500,000,000 
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in favor of expanding credit through the 
relaxing of the requirements for redis- 
counting. It has also been suggested 
that the purchase of great quantities of 
bonds by the Federal reserve banks 
would bring back prosperity. Advocates 
of such “easing” assume that the pres- 
ent depression has its roots in a scarcity 
of credit and money rather than in a 
general world-wide over-expanded con- 
dition of agriculture and industry. 
Law is often regarded as a universal 
panacea. Said Sydney Smith in regard 
to the Electoral Reform Bill in England: 


“All young ladies will imagine, as soon as 
the Bill is passed, that they will be instantly 
married. Schoolboys believe that gerunds 
and supines will be abolished, and that cur- 
rant tarts must come down in price; the 
corporal and the sergeant are sure of double 
pay ; bad poets will expect a demand for their 
epics.”’ 


Bait for Reformers 


F economic conditions repeat, may we 
| expect a repetition of political 
issues? The theory of money will again 
become a live political problem. As in 
the campaigns of the eighties and the 
nineties, a large number of earnest re- 
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formers will look with disfavor upon 
both contraction and inflation. Their 
main purpose will be stabilization, 
whether by adjustments in the weight 
of the dollar, the managed currency, or 
the adoption of new standards and im- 
proved banking methods. Their motive 
is laudatory, and there can be disagree- 
ment only as to the method of solution. 
The new Bryan is likely, however, to 
sponsor the monetary issue as a means 
of expanding the currency and of aiding 
certain classes at the expense of others. 

Money is a subject of universal con- 
cern. A famous financier once said 
that if he were commissioned by the 
devil to bring indescribable misery upon 
mankind and if he were given his choice 
of only one weapon to accomplish his 
diabolical purpose, he would not choose 
disease, for there are people who avoid 
or are benefited by disease; he would 
not choose an autocratic governing 
authority, for there are advantages of 
arbitrary rule. He would rather choose 
the government mint or printing 
press; for no person, however insignifi- 


cant or however important, can avoid the 
effects of a disorganized monetary sys- 
tem and the reckless issue or coinage of 
money. 

The “money problem” may again be- 
come an important political issue. In 
the present situation of unrest, however, 
some unusual development may modify 
the emphasis. As in the post-Civil War 
period combinations may again be the 
target. The protest may now be made 
against the chain bank and the chain 
store. The public utility, especially the 
power company, may also be subject to 
censure. The criticism of Russia for 
selling wheat short shows how easy it 
may be to arouse an “anti-foreigner” 
complex. The short selling of grain and 
securities may also occasion an attack 
upon the Board of Trade and the Stock 
Exchange by people who regard these 
institutions as the makers, instead of 
the recorders, of values. The party of 
protest may not only make use of the 
monetary issue, but it may attempt to 
swell its ranks by developing an old- 
fashioned “anti-movement.” 


The World-Wide Echo of Reich Politics 


(Continued from page 495) 


so that all taxes dependent on the state 
of trade were bound to yield less. In 
fact, in the financial year 1929-30 taxes 
yielded 300,000,000 marks less than was 
originally estimated; and in the lapsed 
first half of the present financial year 
they yielded 552,000,000 marks less. 


Deficit Kept on Growing 


HEN the Young plan was con- 

cluded the finance ministry prom- 
ised that the 614,000,000 marks annuity 
reduction would make possible an abate- 
ment of taxation in the financial year 
1930-1931. But when the budget was 
submitted it appeared that the 614,000,- 
000 had been swallowed up by declining 
tax revenue and by increasing expendi- 
ture, and that there was still a deficit 
of 360,000,000 marks. Three months 
later the estimated deficit had risen to 
850,000,000 marks. Dr. Hilferding’s suc- 
cessor, Dr. Moldenhauer, last summer 
submitted a scheme of new taxation 
which proved highly unpopular and was 
rejected. Thereupon Dr. Bruening lost 
all hope in the Reichstag, dissolved it, 
and imposed the rejected taxes in a 
modified form by decree under the emer- 
gency article forty-eight of the constitu- 
tion. Official salaries were subjected to 
a levy, income tax was temporarily in- 
creased, and a tax on bachelors was 
imposed. 

Taxation by administrative decree not 
contemplated by the German constitu- 
tion, and the resort to article forty- 
eight was of doubtful legality. But the 


drastic measure had the practical merit 
that it reduced the big deficit, further 
that it prepared the way for a definitive 
financial reform. The two problems of 
this reform were: first, how to balance 
entirely the present (1930-31) budget; 
and second, how to get rid of deficits in 
coming budgets. The first aim was at- 
tained with help of an international 
credit of $125,000,000. This borrowing 


was unobjectionable because the Reich- 
stag law authorizing it provides for re- 
payment of 1,260,000,000 marks ($315,- 
000,000) of floating debt within three 
years, so that there will be no ultimate 
increase of indebtedness. With his hands 
so freed, Finance Minister Dietrich sub- 
mitted a scheme for balancing future 
budgets. This is the scheme upon which 
the Reichstag will pronounce judgment 
at its current meeting. 


The Plan in Brief 


HE reform scheme is a model to all 
European finance ministers. It be- 
gins with the salutary statement of prin- 
ciple that tke world price fall requires a 
reduction of public expenditures. As 
nominal values are everywhere coming 
down, budget totals must come down also. 
The price paid for everything which a 
government needs, whether materials or 
services, must be reduced. German ex- 
penditure in 1931-32 is therefore to be 
cut down by a full 1,000,000,000 marks, 
that is by approximately one-tenth of 
the 1930-31 total. On the basis of pres- 
ent expenditure standards the budget of 


1931-32 would reach 11,558,000,000. Its 
total will be only 10,423,000,000. Only 
a trifling increase in the tobacco tax is 
contemplated. The rest of the expected 
heavy decline in tax revenue is to be 
made good by economies. 


This expenditure reduction is a re- 
markable feat, because the greatest 
items in Reich expenditure are by their 
nature almost irreducible. Some 3,300,- 
000,000 marks are earmarked for sub- 
ventions to the states and municipalities, 
and here only 400,000,000 can be saved; 
1,708,000,000 go for reparations; war 
pensions cost 1,750,000,000; service of 
debt costs 1,000,000,000. The 1,000,000,- 
000 expenditure reduction is therefore 
not on the gross budget of 11,000,000,000, 
but on a much smaller sum. 


The saving is to be attained as fol- 
lows: first, the Reich is to be freed from 
most of the unemployment relief burden. 
This means increasing the insurance 
premiums to 6% per cent of the wage 
total. Next, official salaries are to come 
down, those of President Hindenburg 
and of ministers by 20 per cent, all 
others by 6 per cent. Taxes which cost 
more to collect than they bring in are 
to ke simplified and local taxation is to 
be reformed. Finally a special law will 
forbid the Reich, the states, and the 
municipalities to increase during the 
next three years their expenditure above 
the now reduced totals. 


If these laws are passed, Germany’s 
finances will be in order, and the grad- 
ual extinction of her debt will be in- 
sured. The biggest Reichstag party, the 
Social-Democratic, frightened by the 
election success of the Fascist National- 
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Democrats—is supporting Dr. Bruening. 
On points of detail a bitter Reichstag 
struggle is nevertheless inevitable. But 
the financial outlook is better than it has 
been since 1927; and if the reform is 
achieved Dr. Bruening’s first condition 
precedent of a new reparations initiative 
will become a fact. 

The immediately interesting problem 
is whether Germany will be able to de- 
mand relief in the sense contemplated 
by the Young plan, that is by means of 
the transfer moratorium. For the United 
States this is a much more critical ques- 
tion than general reparations revision, 
with its possible effect upon allied debt 
payments. The Young plan theory, first 
embodied in the Dawes plan, is that a 
transfer moratorium might save the 
reichsmark from depreciation, might 
therefore preserve the reichsmark for 
the service of Germany’s non-reparations 
liabilities, which are mainly debts to 
America. Many German economists hold 
the contrary view that inability to trans- 
fer for reparations would be a confession 
of the insufficiency of the currency for 
non-reparations transfers. At best, the 
admission that any transfer question can 
arise must shake faith in Germany’s sol- 
vency. 

Last summer appeared an authorita- 
tive German pronouncement on this 
point—which should have the effect of 
reassuring American investors and 
banks. This pronouncement, which ap- 
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pears in a bulky official book, has not 
attracted the foreign attention which it 
deserves. 


Mounting Export Surplus 


HE pronouncement was made by the 
commission of inquiry into the bal- 
ance of foreign payments which sat for 
months under the presidency of Privy 
Councillor Buecher. The commission 
considered the disputed question whether 
Germany for reparation transfers really 
depended upon foreign loans or whether 
in the absence of loans transfers would 
be possible by way of export surplus. Its 
pronouncement is that Germany will not 
in future provide for transfers by for- 
eign borrowing and that without bor- 
rowing she will certainly attain the 
necessary export surplus. The process 
of transfer by export surplus, says the 
commission, was already under way in 
1929. That was the meaning of the ex- 
port surplus attained in 1929. This sur- 
plus was only 48,000,000 marks, but it 
marked a great improvement since 1927 
when there was an import surplus of 
nearly 4,000,000,000 marks. The com- 
mission anticipated that the export sur- 
pluses would increase; and its prophecy 
has been justified by a 984,000,000 ex- 
port surplus in the first nine months of 
this year. 
The commission considers that bor- 
rowing was never at any time indispens- 
ably necessary for reparation transfers. 


A Bank That Pays No Interest 


(Continued from page 505) 


we could pay almost any demands of 
depositors, or extend our loans in case 
of real need.” 

Most of the rural banks in the Middle 
West are paying 4 per cent, a carry- 
over of the war-time boost. With the 
decreasing yield of high grade bonds, 
and the increasing risk in farm chattel 
and commodity mortgages, an unhappy 
situation has been created for many 
rural banks. 

By way of contrast one can compare 
the bank that pays no interest with one 
in the next county. This bank has re- 
sources of approximately $500,000 with 
about $400,000 deposits. Of this amount 
$300,000 is time and tax accounts draw- 
ing 4 per cent interest. The gross 
earnings of this bank last year were 
$21,255. Interest on time deposits 
amounted to $12,000, salaries and over- 
head amounted to about $11,000 and 
losses $900. Thus the bank lost $645 
for the year. The cashier said unques- 
tionably he could not afford to pay so 
much interest but he was afraid to re- 
duce the rate. 

In pre-war days the time accounts at 
this bank amounted to less than one- 


half of the deposits and the interest rate 
was 3 per cent. Now they constitute 
75 per cent of the deposits and draw 
4 per cent. This example is not an 
unusual situation today. 


Post-War Changes 


T has been pointed out by rural 

bankers that post-war purchases on 
installment plans have resulted in 
larger consumption of luxuries as cars 
and radios in the country. This has 
made two classes of bank patrons. Bor- 
rowers who keep very small demand 
accounts as a rule, and savings deposi- 
tors who do not borrow. Whereas for- 
merly borrowers and important de- 
positors were the same class of people, 
now one group are large depositors and, 
in the main, another group are bor- 
rowers. Consequently there are few 
demand deposits of large size. 

“People save just the same,” said the 
cashier. 
our small bank cannot afford to pay in- 
terest. Rather than pay interest we 
would let dissatisfied people take their 
money elsewhere. If we can’t bank at a 
profit we will not bank at all.” 


“But anyway we believe that 
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The borrowing was useful, because it 
retarded the process of going over to ex- 
port surpluses, and mitigated the strain 
upon German business life which a pre- 
cipitate going over would have entailed. 
But had there been no borrowing in the 
past the export surpluses necessary for 
transfers would have been attained, at 
however a heavy sacrifice. If there is 
no borrowing in the future, the surpluses 
will be attained with less sacrifice. The 
commission, in short, returns to the clas- 
sic view, justified by the history of pre- 
war foreign public debts, that the 
surplus of money payments owed abroad, 
which takes place when there is no com- 
pensating capital-import in the shape of 
new borrowing automatically creates an 
export surplus and supplies the neces- 
sary foreign exchange. 

If the commission is right, the trans- 
fers difficulty, the one contingency in 
which the Young plan provided for re- 
lief to Germany, will never arise. In 
that case, if reparations are to be recon- 
sidered at all, the reconsideration will 
have to be on general economic grounds. 
This makes the prospect of reconsidera- 
tion rather remote: first, because Ger- 
many, though she is now doing her best, 
has not yet put her financial house in 
order;- second, because creditor nations 
are by no means convinced that repara- 
tions are really the cause of the business 
troubles of the world. 


There does not seem to be any more 
purchases of questionable securities in 
this town than elsewhere, and probably 
less loss in swindling games. One rea- 
son for this is because this bank 
established a free-aid-to-investors ser- 
vice many years ago. They gladly ad- 
vise their customers in matters of in- 
vestments and purchase high grade 
bonds for them without a_ service 
charge. Only in two cases have they 
charged for this service. During these 
stringent times of drought and low 
prices these securities form a kind of 
community reserve, bringing in consid- 
erable money in the form of interest. 

This bank that pays no interest is lo- 
cated in a good farming section. It is in 
the best farming regions where the price 
of land and chattels normally becomes 
inflated. It has been observed that few 
bank and business failures occurred and 
few farm mortgages were foreclosed in 
the Ozarks of Missouri and Arkansas be- 
cause there was little inflation and prac- 
tically no speculation. In the richest 
part of Iowa speculation ran riot. 

The policy of this bank was observed 
to level off speculation and inflation in 
its community to some extent because of 
the refusal of the officers to recognize 
inflated prices as a basis for loans. 
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What Protection Means In 


LINCOLN NATIONAL BANK 
FORT WAYNE, INDIANA 


MPREGNABLE to any method that the modern scientific burglar can 
devise; invulnerable against hazards of fire and flood—the new vault 
equipment of this strong institution is in keeping with the present day 
standards of bank service and security. 
It is a York vault. Two massive entrances, each 25 inches thick, provide 
an interesting and impressive feature of the bank’s 
Ah alt facilities. Specially reinforced concrete walls with 
4%, a heavy steel lining comprise an installation that 
pi | contains over 3,000 safe deposit boxes, 
and a security vault equipped with steel 
chests for the bank’s own departments. 
York prominence in modern bank construc- 
tion is the result of York preeminence. 
Write today for information regard- 
ing Scientific Safety and Protection 
suited to your requirements. 


YORK SAFE & LOCK CO. 
YORK, PENNSYLVANIA 


ANON 


Architects, A. M. Strauss, Fort Wayne, Indiana, and Walker 
& Weeks, Cleveland, Ohio 
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NO OTHER METHOD OF ... 


WINDOW POSTING 


CAN DO WHAT THE NATIONAL 
POSTING MACHINE DOES 


name JOHN J. BLANK IT IS PRACTICALLY TWO MACHINES 


ADORESS 144 EAST MAIN ST. 


BLAWKVILLE, Y. IN ONE. 

125.00 625.00 | 


CONTROL IS CENTRALIZED IN 
A BANK OFFICER 


‘THREE RECORDS 
ARE PRINTED AT 
ONE OPERATION 


#25.00 575.00 3655 
901,254.47 
ant 225.00 
210.00 % =# 3722 
225,57 
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125.00 628.27 B =# 2522 
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Ledger Card, Passbook and Journal Sheet 


The National Posting Machine gives 
results in the posting of savings passbook 


and ledger that are not approached by 


any other method. All totals are controlled by one lock. 


At one operation it prints an original An officer of the bank carries the key 
record of a deposit, withdrawal or inter- and thus controls each machine. He is 
est credit in three places—passbook, the only one who can learn the amounts 
ledger card and journal sheet. shown on the totals, 


It accumulates seventeen separate. Depositors appreciate the neat printed 
totals, including individual deposit and figures of the National Posting Machine. 
withdrawal totals for each of two tellers. They realize that this is an added pro- 
The machine is really two machines in tection of their money ... a guarantee 
one, because it handles the work of two that their record and the bank’s record 
tellers and keeps separate totals. are exactly the same, 


THE NATIONAL CASH REGISTER COMPANY 


World’s Outstanding Producer of Accounting Machines and Cash Registers 
| DAYTON, OHIO 


When writing to advertisers please mention the American Bankers Association Journal 
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The Condition of Business 


Seasonal Lowering of Manufacturing Activity Is Offset by 


Expansion in Retail Trade. 


Secured Loans Have Been Further 


Liquidated but Commercial Loans Are Increasing. Price Changes 
Mixed. Automobile Industry Confident of Recovery in 1931. 


HIS is the season when a slow- 

ing down of manufacturing ac- 

tivity customarily occurs to off- 

set the expansion in retail trade. 
There is no evidence that business has 
slipped any lower in the cycle during 
the past month, and the balance, if any, 
is on the side of the favorable develop- 
ments. A spirit of caution prevails, and 
rightly so, but extreme pessimism to- 
day would be as unwarranted as extreme 
optimism was a year and one-half ago. 
Manufacturers and merchants, with the 
false upturn and subsequent reaction in 
business this spring still fresh in mind, 
will naturally move slowly in their com- 
mitments for merchandise or their ex- 
pansion of plant facilities. 

The condition of the member banks in 
the Federal Reserve System has been 
steadily strengthened by the continued 
liquidation of secured loans. Brokers’ 
loans in New York have been reduced 
from a high point of $6,804,000,000 on 
October 4, 1929, to $2,122,000,000, or by 
69 per cent. Some of this represents 
merely a transfer of loans from brokers 
to banks, but the Federal Reserve Board 
has issued figures showing that the to- 
tal of security loans made by all mem- 
ber banks and by non-banking lenders as 
well, decreased from $16,974,000,000 on 
October 3, 1929, to $11,521,000,000 on 
September 24, 1930, or by $5,453,000,000, 
or 32 per cent, Since then there has 
been a further reduction in the neigh- 
borhood of $1,000,000,000, bringing the 
total liquidation to around $6,500,000,000, 
or 38 per cent. 


Recent Suspensions 


HE suspension of approximately 160 
banks last month, some of which have 
since reopened, was a distressing devel- 
opment for the communities concerned, 
but the banks were, with few exceptions, 
relatively small and the effect upon the 
general business situation is therefore 
not believed to be serious. During the 
past ten years there has been an aver- 
age of more than 600 banks suspending 
annually, but of the total number, 62 per 
cent were capitalized at only $25,000 or 
less, 60 per cent were located in towns 
of less than 1000 population, and 80 
per cent were not even members of the 
Federal Reserve System. 
The backing and filling that has oc- 
curred in commodity prices lends strong 


support to the belief that the general 
price level is finally becoming stabilized, 
which, if true, will bring an end to in- 
ventory losses and cause buyers who 
have been awaiting the bottom prices to 
again come into the market for the pur- 
chase of their normal requirements. 


Reports from Industry 


HE latest index of the U. S. Depart- 

ment of Labor, which covers opera- 
tions in the month of October, shows 
that employment in manufacturing es- 
tablishments stood at 78.6, as compared 
with 79.7 in September and 98.3 in Octo- 
ber, 1929. Payrolls in October were 


Manufacturing Employment and Pay- 
rolls 
(U. S. Department of Labor Indexes) 


72.7, compared with 74.2 in September 
and 102.3 in October, 1929. The course 
of these two indexes during the last sev- 
eral years, based on 1926 as 100, is 


shown in the chart. 

As these figures measure employment 
only in selected manufacturing estab- 
lishments and do not take into account 
a large number of so-called “service in- 
dustries” that have grown to prominence 
during recent years, it is likely that the 
decrease in employment of every type 
has been even greater than indicated by 
the index. It must be remembered, how- 
ever, that the fluctuations in manufac- 
turing activity are usually much sharper 
than in the consumption of finished 
goods, and the curtailment of produc- 
tion that has been practiced during the 
current year has enabled inventories to 
be reduced and a large potential demand 
to be created as soon as general condi- 
tions definitely change for the better. 

Building contracts awarded in No- 
vember showed less than the sea- 
sonal decline as compared with the pre- 
ceding month, and it is encouraging to 
find the continued improvement in the 
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residential building classification. The 
president of one of the largest building 
construction firms recently stated -that 
the past month has brought to his or- 
ganizations more plans for immediate 
figuring than in any month since the 
spring of 1929, and expressed the opin- 
ion that the character of these building 
projects, including a number of plant 
extensions by large manufacturing con- 
cerns, unquestionably justified a strong 
hope that business is emerging from the 
doldrums. It is expected that most of 
this projected work will be under con- 
struction during the year 1931, and some 
of it within a few weeks, since winter 
building no longer holds any terrors. 

A survey by the National Association 
of Building Owners and Managers shows 
that in forty-three principal cities of the 
United States and Canada, there has 
been an increase of only 2.37 per cent 
in vacancies in the past year. Offerings 
of real estate bonds are not yet moving 
freely, for the demand of bond buyers 
comes largely from banks, insurance 
companies, trustees, etc., who are limited 
to certain types of high-grade issues, 
and the total of first mortgage bond and 
note issues underwritten this year by 
leading investment houses up to No- 
vember 1 was $147,417,000, as compared 
with $388,701,000 in the same period of 
1929, representing a decline of 62 per 
cent. Stock financing of real estate 
issues totaled but $17,605,000 this year, 


as compared with $112,923,000 last year. 

On the other hand, a smaller amount 
of money is required this year to finance 
the same kind of building, because of 
the lower prices for material. The re- 
ductions amount to an average of per- 
haps 20 per cent compared with last year, 
and certain materials are selling at prac- 
tically cost of production. In the case 
of lumber, substantial indications are 
currently appearing in the Pacific North- 
west that the drop in lumber prices 
which commenced in May, 1929, is near- 
ing termination and that the next move- 
ment may be upward. 


The Automobile Outlook 


TH less than a month of the cur- 
ent year remaining, automobile 
manufacturers feel confident that the 
resumption of activity that took place re- 
cently will be carried much further by 
the time the New York Automobile 
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Show opens, January 3, and that next 
year will be a good year for the indus- 
try. It is interesting to find that the au- 
tomobile industry, from the time it was 
originally established, has never had two 
bad years in succession. Stocks of used 
cars have been reduced, and stocks of 
new cars are at the irreducible mini- 
mum, with some dealers having only 
one or two sample cars. 


The Ford Motor Company is making 
improvements and constructing new 
plants and branches in this country and 
abroad which will cost $60,000,000 and 
give employment to many thousands of 
additional workers. The expenditures in- 
clude the building of five new plants in 
the United States, in Seattle, Long 
Beach (Calif.), Richmond (Calif.), Buf- 
falo and Elizabeth, N. J., also at Co- 
logne, Germany, Antwerp, Belgium, Rot- 
terdam, Holland, and Stockholm, Swe- 
den, as well as improvement work at the 
River Rouge plant in Dearborn. Despite 
business depression, the company an- 
nounced that it had speeded up its build- 
ing plans, and thousands of men have 
been given work on construction proj- 
ects, while others were employed in pro- 
ducing building materials and ma- 
chinery. 

An important factor in the revival of 
demand is unquestionably the interest 
created by new models being currently 
advertised, though the recent quickening 
of inquiries and actual sales is also be- 
ing reported by companies that have 
not brought out any new models. The 
1931 outlook for automobile equipment 
companies, such as tires, parts, acces- 
sories, etc., is regarded as_ excellent, 
though it remains to be seen whether or 
not the large productive capacity and 
the extremely keen competition will not 
make net profits highly uncertain. 


Oil Curtailment 


HE oil industry is still in an unset- 

tled state due to the inability of the 
various interests to agree on a curtail- 
ment program. Storage stocks of crude 
and refined products have been mounting 
higher and higher every year, and con- 
stitute a heavy expense in providing 
tanks and other facilities, in raising cap- 
ital for carrying storage supplies, in loss 
of interest on the money thus tied up, in 
fire and explosion losses, and in price de- 
moralization by forced selling. Officials 
of the Government, including representa- 
tives of the United States Geological 
Survey and the Federal Oil Conserva- 
tion Board, have expressed themselves 
as convinced that national curtailment is 
the only solution to the problem of ex- 
cessive output. The American Petroleum 
Institute has gone on record in favor of 
compulsory curtailment. A few inter- 
ests, however, can render such a plan 
ineffective, if, as both producers and re- 
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finers have done recently, they flatly re- 
fuse to cooperate with the majority of 
the industry and attempt to turn any 
concerted movement toward curtailment 
on the part of others to their own ad- 
vantage. 

The improvement in the cotton goods 
outlook continues and stocks of fin- 
ished goods in the hands of manufactur- 
ers at the end of the year should be 
lower than a year ago, and dealers’ stocks 
lower than they ever have been before. 
In May, 1930, a radical cure was under- 
taken, based on the elimination of all 
night work by mills and the checking of 
overproduction, and a great deal has 
been accomplished since that time. Au- 
thorities in the trade admit that the 
holiday business in cotton goods may 
not be as good as that of a year ago, and 
that next spring may not be as good as 
this spring, but that the cut in pro- 
duction has undoubtedly more than made 
up for what falling off there may be. 
One experienced observer says: ‘From 
all that we gather, we are satisfied that 
staple merchandise, where it is priced 
in line with current first-hand prices, is 
selling in a very big way in the popular 
department stores,” a condition that 
probably applies to a great many other 
lines of business. 

Statistics issued by the Silk Associa- 
tion of America show a continued in- 
crease in the consumption of raw silk, 
the October total, which is the latest 
available, showing 61,937 bales, the 
largest movement ever taking place in 
a single month. One of the trade ex- 
perts reports that actual buying of 
women’s apparel by merchants for spring 
trade was somewhat slow in November 
and will extend late into December in 
view of the late preparations by garment 
manufacturers for the coming season, 
and that December volume may be suf- 
ficient to offset the less favorable No- 
vember distribution. Attention is called 
to the absence of burdensome stocks in 
the women’s apparel industries, despite 
the falling-off in demand recently, this 
being credited to the conservative cut- 
ting policy of dress manufacturers. 
Styling of fabrics for 1931 is said to be 
better than at any time in recent years, 
and the extremely low prices for raw 
silk, combined with the special efforts 
to secure originality in appeal during a 
period of low consumer purchasing 
power, should also help the industry. 

There are reports of increasing pro- 
duction by woolen mills and the arrival 
of genuine winter weather will undoubt- 
edly bring forth active demand on the 
part of the public and require frequent 
repeat orders from merchants who are 
doing business on a minimum inventory. 
Wool prices are down this year, like 
those of the other textiles, and produc- 
tion from 1923 to 1929 ran sufficiently 
ahead of consumption to cause an over- 
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supply of raw wool, but the 1929-30 clip 
is estimated to be 10 to 20 per cent less 
than in 1928 and prices recently have 
shown firmness, with free buying re- 
ported and some actual advances. 


Prices of Other Commodities 


HAT the movement of prices is no 

longer in one direction—downward 
—may be seen from the following table 
showing quotations for twenty-five im- 
portant commodities, which appeared in 
this review last month and is being re- 
printed below, with the figures brought 
down to the end of November. 


Wholesale Community Prices, 1930 
Cash, New York Markets 


Foodstuffs Nov. 29 
Wheat, No. 2 red 
Corn (new), No. 2 yel.. 
Rye, No. 2 white 
Oats, No. 2 white 
Flour, std. Spring 
Coffee, No. 7 Rio 
Sugar, granulated 
Butter, cr. 92 score 
Eggs, firsts 
Lard, Mid-W 
Pork, mess 
Beef, family 

Metals 
Iron, 2X Phila 
Steel billets, Pitts...... 


Textiles 

Cotton, mid-upland 
Printcloths (64-60) 
Silk, cr. db. ex 

Miscellaneous 
Rubber, spot 
Hides, heavy 
Gasoline 
Crude oil, Mid Cont 

It would be difficult to accurately de- 
termine how much weight should be 
given each of these items in arriving at 
the change in the average cost of living, 
but each one of them represents an im- 
portant commodity that is consumed in 
some form or other by everyone. A nu- 
merical checking over of the list will dis- 
close the following changes: 


Group Up 
Foodstuffs 3 
Metals 

Textiles 


Down Unchanged 


12 

Such a mixed movement gives every 
appearance of an approach to stabiliza- 
tion of general prices, although there 
will be adjustments in individual com- 
modities for a long time to come, as is 
inevitable after such a drastic change. 
Some commodities, for which there is a 
free and a speculative market, are much 
more sensitive than others, whose market 
is controlled or whose price included a 
large element of labor cost. In the case 
of wheat and copper, it must be admitted 
that the recovery in prices that took 
place was not entirely the result of the 
free play of supply and demand, but the 
aggressive buying of the Federal Farm 
Board in the one case and the agree- 

(Continued on page 576) 


= 
Oct. 31 
$0.98% 
; 90% 
-46 
4.80 
08% 
4.75 
-40 
12.10 
32.50 
18.50 
18.76 
31.00 
9.50 
Zinc, E. St. Louis...... 4.10 4.00 
2 2 
3 0 
Miscellaneous .. 1 1 2 
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WITH OUR COMPLIMENTS 


We will gladly 


MAIL A COPY 
OF THIS BOOK 
TO ANY 
TRUST OFFICER 


Interested in a 
Simple Method of 
Sim tne Managing His 
| 
Manage Trust Investments 


NI 
TRUS! INVESTMEN! 


SENT WITHOUT OBLIGATION 
IT DEALS WITH an efficient, safe, and inexpensive method of adminis- 


tering Trust Investments. 
IT INVOLVES no radical organization change. 
IT EMBRACES a thorough knowledge of the science of Trust Investments. 
IT MAKES POSSIBLE greater safety, economy in time, and lower costs. 


Address your letter for a copy to “Trusts” 


STANDARD STATISTICS COMPANY, Ine. 
200 VARICK STREET, NEW YORK, N. Y. 


When writing to advertisers please mention the American Bankers Association Journal 


| 
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Economical distribution 


— by telephone 


ONE of industry’s great 
needs, to lower cost of distri- 
bution, is receiving impor- 
tant aid from the telephone. 

Business menare using long 
distance more and more—to 
buy, to sell and to keep up con- 
tacts. ““Key Town Selling” by 
telephone saves time- for both 
parties, covers territories more 
frequently, builds good will 
and carries on the affairs of 
business at lower expense. 

This use of Bell System ser- 
vice is but oneof many signs of 
the growing telephone habit. 
To take care of 65,000,000 
local and long distance calls 
a day, a vast plant has been 
developed which measures its 
telephones by millions, its wire 
by tens of millions of miles, 
its assets by billions. 

The important fact for in- 
vestors to remember is that the 
telephone has become a na- 
tional necessity, and that the 
Bell System’s growth year after 
year has been continuous. 

May we send you a copy of 
our booklet, ‘‘Bell Telephone 
Securities” ? 


BELL TELEPHONE 
SECURITIES CO. Inc. 


195 Broadway, New York City 


The Cost of Small Loans 


(Continued from page 497) 


Although many banks have formerly 
reported expenses as low as 3 per cent, 
actual analysis covering salaries, sup- 
plies, advertising, rent, investigation, 
collections, interest rebates and miscella- 
neous items, shows the average cost of 2 
department to be 5.54 per cent, provided 
volume is $30,000 or more. 


Few Bad Loans 


HIS includes one item of expense 

we have not mentioned—charge- 
offs, bad loans. They are really a minor 
item, although most bankers consider- 
ing the field ask about them first. To 
date average total losses sustained by 
commercial banks operating personal 
loan departments in conjunction with 
their other divisions have been only 1/5 
of 1 per cent. Raise this to % of 1 per 
cent to be entirely safe. 

Another cost we have not discussed is 
the practice of many banks making small 
loans under their savings department to 
pay the borrower 3 per cent on his de- 
posits. Some banks prefer to issue cer- 
tificates of investment on which they pay 
a certain per cent of interest, while a 
small group of banks do not make any 
rebate at all. Most banks are paying 
back interest under one of the two plans. 
At the same time, most departments are 
changing over to the ten-month plan of 
loaning, which reduces this interest to 
approximately $1.25 per hundred dollars 
loaned. 

Now that we have touched upon the 
principal activities of a small loan de- 
partment which add up the cost, it may 
be worth while to present a graphic list 
of cost items. In this analysis the cost 
of money, which varies considerably in 
different institutions, is omitted. Other- 
wise, the figures may be adopted and the 
new department will not go far wrong: 


Average Costs on Each $100 Loaned 
Salaries 


Stationery and Printing 

Advertising 

Rent 

Investigation 

Collection 

Losses 

Reserve for TAMES... 

Interest on Savings Loan Deposits, or 
Investment Certificates, Ten-Month 
Period 


Short-Cuts to Economy 
IKE all new experiences our first ef- 
forts usually show more efficient 
and effective ways of operating. So it has 
been during the last two years in small 
loan departments. When one pulls a chair 
up to the desk of a busy small loan man- 
ager the first things he talks about are 
some of the “better ways” he has 
adopted. Here are a few of the best 
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ideas recently ‘developed for reducing 
costs: 

First: Install a system of fines to be as- 
sessed when a borrower misses payments 
without making arrangements in advance. 
For example, a large western bank charges 
a fine of five’cents per day when payments 
lapse. It proves excellent training for bor- 
rowers and it is added profit. 

Second: If one operates with a small vol- 
ume he should make every effort to increase 
it. by advertising, to $100,000 or more. This 
amount can be handled with the same per- 
sonnel and expense required for smaller 
totals. The ratio of overhead per loan will 
thus be reduced. 

Third: Resort to full credit bureau facil- 
ities. This prevents duplications and saves 
time in getting references by direct calling. 
Do not be misled by thinking the manager or 
his assistants are so good at fact finding or 
human analysis that the cross-check may be 
dispensed with. Eventually such a policy 
has been found to cause loss. 

Fourth: Use the file of small borrowers as 
a mailing list so customers may be developed 
for the bank’s other departments. It will be 
surprising to see the amount of profits going 
to other divisions of the bank after they 
have used the small loan desk to get ac- 
quainted. 


For more than two years bankers in all 
states have been watching with keen in- 
terest the innovation of small loans in 
the field of commercial banking. Watch- 
ing it for a while skeptically, then for a 
few months with more assurance, and 
finally in the last twelve months, serious- 
ly considering the installation of depart- 
ments in practically every city of any 
size in the nation. 

A new small loan department is a dis- 
tinctly democratic improvement in bank- 
ing facilities. It fills a modern banking 
need. That is why approximately 170 
departments are successfully operating. 
Such departments are effective and far- 
reaching in their advertising power. 
They bring a popular reaction on the part 
of 76 per cent of a city’s population. 
When we consider costs, we must, of 
course, keep these indirect and intangible 
returns in mind. 


New Book 


FINANCING THE CONSUMER. By 
Evans Clark, Director of the Twen- 
tieth Century Fund. Published by Har- 
per and Brothers, New York. 358 
pages. Price $3.50. 


This volume describes the operating 
methods of personal finance companies, 
pawnbrokers, credit unions and remedial 
loan societies. The facts it contains are 
based on a survey made by the Twentieth 
Century Fund. The author has assem- 
bled in a clear and interesting manner 
an unusual amount of information about 
mass finance, instalment credit and the 
small loan industry. He cites a number 
of specific conclusions, including the 
statement that the social and economic 
value of mass finance is more important 
than the swift growth of the movement. 
He believes that small loan agencies of 
all kinds “should be required to take out 
a license from the state before being 
authorized to do business,” thus giving 
them a semi-public utility status. 


AMERICAN DISTRICT: 
TELEGRAPH COMPANY 


155_SIXTH AVENUE - NEW YORK NY, 
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A.D.T. Phonetalarm 


™ Keeps 
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Bank Vaults 
Burglar-Proof 


URGLARS know that vaults protected 
by A. D. T. Phonetalarm are absolutely 


burglar-proof. The protection is sure—ready 
at all times to give instant warning of an 
attack. 


Any disturbance on the surface of or within 
the vault is noted by the sensitive sound de- 
tectors on the ceiling of the vault, causing an 
immediate alarm to be sounded by the 


A. D.T. Vault Alarm. 


A. D. T. Phonetalarm may be operated either 
as a local system or through A. D. T. Central 
Stations in principal cities throughout the 
U.S. Write for new descriptive bulletin. 


___ TONTROLLED COMPANIGS OF 
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What Kind of 
INSURANCE 


Do We Write? 


The American Credit-Indemnity Co. writes Credit 
Insurance exclusively. 


The entire thought and interest of our large home 
office organization, as well as our 47 branch offices, 
is concentrated on the one subject—Credit Insur- 
ance—and how to make it more valuable to manu- 
facturers and jobbers. 


Ameriean Credit Insurance 


We have been writing Credit Insurance for almost 
forty years-—and we write more of it than any 
other company in the world. 


Our files are full of commendatory letters from 
America’s Business Leaders. 


A shoe manufacturer says: “The long time that 
we have carried your policies (29 years), empha- 
sizes our belief in the principles of credit insurance 
and in our entire satisfaction with the service and 
protection your company has given us.” 


BANKERS, why not recommend this broad, protec- 


tive service to your patrons? 


CThe AMERICAN 


CrREDIT~ INDEMNITY Co. 


OF NEW YORK 


J. F.M* FADDEN. presipenT 


Offices in All Leading Cities 


New York, St. Louis, Chicago, Cleveland, Boston, 
San Francisco, Philadelphia, Baltimore, 
Detroit, Atlanta, Milwaukee, Etc. 

In Canada—Toronto, Montreal, Etc. 


Insurance Trusts Open Up Vast Field 


(Continued from page 532) 


and because it is a little harder to secure 
than a personal insurance trust. In a 
business trust, it is necessary to convince 
the key men of the corporation or part- 
nership of the merits of the trust. I have 
seen cases where the majority of a firm 
was in favor of a business trust, but the 
case was lost because one man or per- 
haps two were opposed. This should not 
be discouraging for we are pioneering in 
practically a new field. It is going to 
require time, but this field should be 


developed from an economic standpoint 
as well as from the fact that it would be 
a profitable one for the trust company. 
The success of this movement will add 
stability to business; it will assure a fair 
market for the stocks in close corpora- 
tions of deceased clients whose estates 
are in a company’s charge; it will re- 
lieve a trust company of the burdens of 
trying to run the business, with the 
countless worries such efforts entail. The 
surviving members of the concern are 
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free to continue the business without 
intermeddling by the families of deceased 
associates. 


The Test of Years 


HE task of developing this business 

is not insurmountable. Consider that 
the growth of life insurance itself was 
very slow. As time went on, people 
came to realize that it was economically 
sound. They saw relatives, friends and 
neighbors pass on and leave their families 
secure through life insurance. Then it 
was, and only then, that life insurance 
began to make real strides. It will be 
the same with the business insurance 
trust. Through our efforts, officers of 
corporations will hear about it, some will 
adopt it, others will not. Death will come 
and the doubters will see how satisfac- 
torily the business insurance trust will 
work for those corporations which use it. 
They will see the trouble, annoyance and 
loss which those corporations will sustain 
which do not use it. Gradually over the 
years the business trust will take its 
place in the business world as a neces- 
sity, just as fire insurance is considered 
a necessity today. 

There really is not the difficulty in 
selling the business insurance trust that 
most trust officials imagine. I have found 
about the best approach to be through 
the attorney for the firm. The heads of 
a concern are usually willing to permit a 
trust man to lay his proposition before 
their attorney. The latter is familiar 
with the business details of the company 
and knows the character and tempera- 
ment of the officers. If he is convinced 
that the arrangement is sound, it will be 
possible to work out all details with him 
and present a completed plan to the 
interested parties, with an _ excellent 
chance of securing the business. The 
business insurance trust is more compli- 
cated than the personal insurance trust, 
so the lawyer for the corporation or 
partnership will have to be brought into 
the picture eventually. Why not obtain 
his support and cooperation at the begin- 
ning? 

I have always felt that if properly 
developed, that form of trust would prove 
very profitable. In the case of the busi- 
ness insurance trust, the fee is received 
shortly after the death of the insured, 
while in the personal insurance trust the 
fee on the principal in most cases is not 
collected until many years after the 
death of the insured. It is an excellent 
lead for other trust business, for it al- 
most invariably happens that the per- 
sonal insurance trusts and wills of the 
parties are received by the trust com- 
pany along with the business trust. Very 
frequently the business insurance trust 
also brings customers to the commercial 
and other departments of a trust com- 
pany. 


| 
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I have seen business insurance trusts 
which attempt to provide for the admin- 
istration of the proceeds of the insur- 
ance on the deaths of the parties to the 
agreement for the benefit of their fam- 
ilies. This is not practical and results 
in an exceedingly long and cumbersome 
agreement. The better plan seems to be 
to provide that as each party to the 
agreement dies, the proceeds from the 
sale of his stock or interest in the busi- 
ness shall be paid to the trustee under 
his personal insurance trust, to become 
a part of this trust. Under this plan, if 
a party to a business trust wishes to 
change his personal insurance trust, he 
may do so without disturbing the busi- 
ness trust. 


Advertise 


NOTHER means of developing the 
A insurance trust is by advertising. 
How best to advertise? Even if I were an 
advertising expert, I could not answer 
that question without spending some time 
studying each particular case. The size 
of a city, the number of prospects, avail- 
able mediums of advertising and their 
cost, and even the personality of the in- 
stitution, all help to determine the best 
way to advertise. 

Generally speaking, three mediums are 
employed, daily newspapers, outdoor 
bulletins, and direct mail. I would esti- 
mate that advertising appropriations 
might be divided as follows: Newspa- 
85 per 


pers, 50 per cent; direct mail, 
cent; outdoor, 15 per cent. 

If an institution has not been a con- 
sistent advertiser, it is advisable to de- 
vote a greater proportion of the budget 
to newspaper publicity. The reason for 


this is obvious. A man must be thor- 
oughly sold on an institution before he 
will consider it as his trustee. If a bank’s 
name is not accepted as a synonym for 
strength and security in its community, 
one must work with that end in view. 
There is no better place than in the news- 
papers and on the billboards. On the 
other hand, if the bank does stand high 
in the minds of prospects, it must be 
kept there. There is no better way to 
secure business than to keep the bank 
name continuously before prospects 
where they will see it subconsciously 
perhaps, but see it nevertheless. There is 
no better or cheaper way to do this than 
by using the daily newspapers and the 
billboards. 

The number of insertions in newspa- 
pers, the size, how many outdoor loca- 
tions, how large a mailing list, and how 
many mailings, all must be determined 
by local conditions and the appropriation 
for advertising. When some one asks 
how large the appropriation should be, I 
am tempted to give the answer which 
was given by Abraham Lincoln, when 
some wag looked him over and then asked 
how long a man’s legs should be. “Long 
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The National City Bank 


INSTALLS 


Donsteel Protection 


The great vaults in the new National City 
Company Building, New York, containing 


attack. 


55 Wall Street 


more than one billion dollars, are pro- 
tected by Mosler DONSTEEL vault doors. 
No metals known to the science of vault 
protection compare with DONSTEEL— 
pure copper, specially treated—for resist- 
ance to modern methods of burglarious 


One of the Mosler DONSTEEL Vault Doors in- 
stalled in the National City Company Building 


The safe deposit boxes recently fur- 
nished this world-famous bank are 
equipped with Mosler dual-control 
locks which bear the Underwriters’ 


Laboratories certification 


pick-proof. 


being 


Mosler has meant Safes and Safety for more than 75 years 


Donsteel Vault Doors Sold Exclusively by 


The Mosler Safe 


The Largest Builders of Vaults and Safes in the World 


HAMILTON, OHIO 


FACTORIES 


BOSTON 
NEW ORLEANS 
PITTSBURGH 
TOKYO, JAPAN 


CHICAGO DALLAS 


PORTLAND 
LONDON, ENGLAND 


enough to reach the ground,” was Mr. 
Lincoln’s answer. An _ appropriation 
should be large enough to cover the field. 
If a bank is a consistent advertiser, the 
expenditure for trust advertising may be 
less, but if the bank is not a regular ad- 
vertiser, the expenditure for trust adver- 
tising must be more. A _ well-rounded 
advertising campaign for a trust depart- 
ment of a bank which is a regular adver- 
tiser in all mediums in a community of 
about 1,000,000 persons would be as fol- 
lows: 

Daily newspapers: One advertisement 
each week in some newspaper from Sep- 
tember 1 to July 1. Size must be gov- 


KANSAS CITY 
NEW YORK 

SAN FRANCISCO 
SHANGHAI, CHINA 


at 52 Wall Street 


McKim, Mead & White, Architects 
George A. Fuller Co., Builders 


LOS ANGELES 
OKLAHOMA CITY 
SEATTLE 


erned by funds that are available. 

Outdoor Painted Bulletins: At least a 
half-dozen full-size, lighted, painted 
boards, at selected high spots where traf- 
fic is heavy. 

Mail: Have a list prepared of every 
family in your community worth $25,000 
or over, showing business address of hus- 
band and home address of wife. Start in 
October and send the mailing pieces to 
the wife at her home. Have a letter 
reach the husband the same day at his 
office. Repeat in November, December, 
January, February and March, six mail- 
ings, and a final clean-up note in April. 

Outdoor copy can be repainted every 
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The 
New York Trust 
Company 


Capital, Surplus and Undivided 
Profits»... 


. $48,000,000 


TRUSTEES 


Freperic W. ALLEN 
ArtTHUR M. ANDERSON 
Mortimer N. BuckNeR 
James C. CotcaTE 
AtrreD A. Coox 
WituiaM F. Cuter 
Francis B. Davis, Jr. 
Harry P. Davison 
Rosert W. De Forest 
GrorGe DousLeDAy 
Russett H. DunHAM 
SAMUEL H. FisHEeR 
Joun A. Garver 
ArtemMus L. Gates 
Harvey D. Gisson 
Cuartes HayDEN 

F. N. Horrstot 
WALTER JENNINGS 
Darwin P. KinGsLey 
Epwarp E. Loomis 
Rosert A. Lovett 
Howarp W. MaxweELi 
Grayson M.-P. Murpuy 
Harry T. Peters 
Dean SAGE 

Louis STEWART, SR. 
VANDERBILT WEBB 


Lee, Higginson & Company 


J. P. Morgan & Company 
Chairman of the Board 


James B. Colgate & Company 


Cook, Nathan & Lehman 


American Brake Shoe & Fdy. Co. 


United States Rubber Co. 
J. P. Morgan & Company 
De Forest Brothers 
Ingersoll-Rand Company 
Hercules Powder Company 
New York 

Shearman & Sterling 
President 


Chairman, Executive Committee 


Hayden, Stone & Company 
Pressed Steel Car Company 
New York 


New York Life Insurance Co. 


Lehigh Valley Railroad Co. 


Brown Brothers & Company 
Atlas Portland Cement Company 
G. M.-P. Murphy & Company 


New York 


Zabriskie, Sage, Gray & Todd 


New York 
Murray, Aldrich & Webb 


100 BROADWAY 


40TH ST. AND MADISON AVE. 


four months, and it will require about 
that amount of time to prepare some 
very succinct trust-message. Not over 
ten words should be used. Five would 
make about the perfect outdoor message. 
The newspaper copy should not be re- 
peated in any one paper; that is, if three 
papers are used new copy should be 
furnished every three weeks. Here one 
may use more words than on a billboard. 
A striking headline, a trust thought and 
the signature of the bank is enough. 
Once during the time the outdoor copy 
is up, it might be well to use the same 
theme, enlarged a bit, in the newspapers. 

More of the story may be told by mail. 


5'7TH ST. AND FIFTH AVE. 


The mailing pieces to the women should 
be entirely educational in character. 
Some wives object to trust service, and 
all copy might be written to them. For 
the men, personal filled-in letters, offer- 
ing available booklets on some form: of 
trust service, and enclosing a return 
card, might be used. By thus reaching 
the men at their offices and the wives at 
their homes on the same day, the service 
has an outside chance of being a subject 
of conversation that night, particularly if 
the mailing piece to the wife has been 
attractive enough for her to keep. 

So much for the campaign. Coupled 
with the regular institutional name and 
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practical advertising that the bank has 
been doing, it has kept the trust ser- 
vice before the public. What are the re- 
sults ? 

Do not try to check the newspapers. 
Do not try to check the outdoor adveriis- 
ing. It is impossible to check either of 
them, and finally do not try to check the 
mail advertising. It cannot be done accu- 
rately. The results themselves should be 
about as follows: 

On July 1, forty of the names on your 
prospect list will have become patrons, 
using some form of trust service. (There 
were between 7000 and 8000 families on 
the list.) About 1500 persons will have 
returned cards, asking for a booklet, for 
information, or for a representative to 
call. This will keep solicitors busy for 
some time; moreover, it is best not to 
start this campaign unless the depart- 
ment of solicitation is keyed up to the 
limit, both in man-power and in efficiency. 
These results are in addition to the reg- 
ular run of new business, which has been 
coming in all year at a somewhat accel- 
erated pace. 

On the face of these returns, this busi- 
ness seems to have come through the 
mail, and the mail alone. This, however, 
is not correct. How many of the forty 
would have yielded so soon if the bank’s 
name had not been sold to them by years 
of advertising? How many of the 1500 
would have mailed the card to an un- 
known or little known concern? They 
are responding to the impression built 
up over the years and not alone to one 
piece of mail. So we should be fair to all 
mediums, and give them all credit. 

Has the campaign been worth the 
price? It has. A fair amount of new 
business has been written, some of which 
can be traced to the advertising and most 
of which cannot and most of which wou!d 
not have been written if there had been 
no advertising. 


New Bask 


BANK CONCENTRATION IN THE 
UNITED STATES, By Joseph Stagg 
Lawrence. Published by the Bankers 
Publishing Company, New York City. 
318 pages. Cloth binding. Price, $5. 
This is a study of the four principal 

groups of banks: The big city banks, 
those in medium sized cities, country 
banks in prosperous regions and countiy 
banks in the so-called “distress areas.” 
Mr. Lawrence answers questions which 
all bankers are asking: Is the present 
tendency toward large-scale banking go- 
ing to continue? What is the future of 
the chain and branch banking principle? 
What will be the attitude of Congress 
and various state legislatures toward the 
important problems raised by the concen- 
tration of banking resources? Will the 
public be satisfied with large-scale bank- 
ing? 
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The Way England 
Aids Exports 


(Continued from page 528) 


No published estimates have as yet 
appeared as to the share of the total 
guaranties granted to any commodity 
or group of commodities. Officials of 
the department have unofficially stated 
that the export of textiles holds first 
place, this term including the export 
of cotton and woolen textiles and yarns. 
The second place is said to be occupied 
by industrial machinery, a large portion 
of which represents textile machinery. 

Up to the present time under the op- 
eration of the scheme the premiums 
charged to exporters have not been suffi- 
cient to make the department entirely 
self-supporting. Hence, unless the ma- 
chinery of the system is improved, a 
part of the operating expenses of the 
plan must be charged up to the operat- 
ing capital when it is finally given up 
or turned over to private enterprise. 
It is more or less obvious, moreover, 
judging from the experiences of the pre- 
ceding schemes, that some losses will be 
incurred in connection with the volume 
of guaranties given. In addition to the 
amount of the subsidy indicated above, 
of some $5,650,000 in losses under the 
earlier plans, the amount of interest on 
the operating capital must be taken in- 
to account. If interest at the rate be- 
ing paid by the British Government on 
the major portion of its national debt 
is taken—5 per cent—the government 
is now subsidizing its exporters to the 
extent of roughly $5,375,000 per annum 
simply in the item of interest alone. On 
this basis government assistance to the 
export trade of the United Kingdom 
through these export credit guaranty 
schemes has amounted to over $50,000,- 
000 between 1919 and 1930, and to this 
sum must be added the more or less in- 
evitable losses under the present scheme 
and the probable excesses of operating 
expenditure over operating income. 


How Justified 


SELECT committee on estimates of 

the House of Commons in 1928 justi- 
fied such expenditures of government 
funds in attempting to bolster up and 
rehabilitate British export trade on the 
ground that the facilities given by the 
export credits guaranty department 
were of great practical advantage to the 
development of the export trade of the 
country. The committee pointed out that 
particularly is this true for the reason 
that, whereas “facilities for credit insur- 
ance can be obtained elsewhere, the de- 
partment alone issues a policy which 
guarantees payment of the amount in- 
sured immediately the corresponding bills 
are protested for non-payment. Other 
(British) credit insurance institutions 
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Constructive 
Auditing 


An independent audit is to be regarded always 
as the means to valuable advice from the audi- 
tor or auditing firm. 


Too often, auditing service ends with the report 
of the financial condition of (name) as of (date). 


Auditors should be equipped—and should be 
employed—to offer recommendations in con- 
nection with method, policies, financing, etc. ; 
to furnish comparative statistics intelligently 
prepared; to point out how mistakes and waste 
may be eliminated, and pitfalls avoided. 


Of course, every audit should be a Detailed 
Audit. But whether it be Detailed, Semi- 
Detailed cr Balance Sheet, it can, and should 
be made to, serve as the basis, not only of the 
financial report, but also for constructive help. 


With the business man’s appreciative under- 
standing of this help, and the cooperation of pro- 
gressive Public Accountants, Auditing becomes 
Constructive and offers its greatest value. 


ERNST & ERNST 
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SYSTEM SERVICE 
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only pay against loss arising through 
the actual insolvency of the foreign im- 
porter. The large increase in the de- 
partment’s business in the last few 
months, during which the scheme has 
been advertised and therefore become 
generally known to exporters, is suffi- 
cient proof of its necessity.” 

The question of the adoption of this 
or similar schemes by governments not 
having such a plan now in operation is 
largely dependent upon the attitude of 
a people or of the government of a coun- 
try toward government subsidy to pri- 
vate enterprise. This scheme undoubt- 
edly gives to the British exporter insur- 


ance facilities for export credits at a 
rate below current costs, and the differ- 
ence is made up by drawing on the tax 
revenues of the government. 


Your Employees and the Journal 

With lower operating costs so vital a 
banking need, it is of the first importance 
that your employees have some means of 
learning of the many practical new- 
ideas in bank management. THE JoUR- 
NAL, through its hundred or more arti- 
cles on this subject every year, has the 
facts they need in the form best suited 
to their use. Let us tell you of our 
Group-subscription plan. 


| 
| | 
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National City brings you 
complete financial service— 
world-wide in scope. 


When your customers buy 


securities ... why not back 


your recommendations with 


118 years of National City 


experience. 
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The National City Company 


National City Bank Building, New York 


BONDS 


SHORT TERM NOTES 


ACCEPTANCES 


Effective Trust Advertising 
(Continued from page 540) 


vailing in trust company circles con- 
cerning investments. The first believes 
there is a distinct advantage to the trust 
in having the trustee purchase securi- 
ties from its own investment depart- 
ment, thus giving the trust the advan- 
tage of the company’s first-hand knowl- 
edge of all facts surrounding the invest- 
ment. The other school believes that 
a trustee should not sit on both sides 
of the table and buy investments from 
itself. Rather, that all investments 
should be bought from disinterested 
sources. Our investigation indicated that 
the public prefers to have purchases 


made from disinterested sources. It 
would therefore seem that trust com- 
panies who have this policy should stress 
it in their advertising. 

Comments on the questionnaire indi- 
cated a desire to see specific investment 
programs discussed. For example, a 
typical $100,000 trust fund might be 
featured showing investments, diversifi- 
cation, average yield, maturity, etc. An 
objection to this would be that the pub- 
lic might get the impression that the 
trust company was indorsing the spe- 
cific investments so featured. However, 
when we consider that insurance com- 
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panies are required to publish their lists 
of investments, and that investment trusts 
constantly feature their portfolios as 
their main appeal, this objection proba- 
bly is more academic than actual. The 
successful bank has been the one whose 
conservative loaning policy has always 
safeguarded the money of its depositors 
and the successful trust company must 
carry that policy even to ultra-conser- 
vatism in the investment of the funds 
of its trusts. The main object of 
naming a trust company as trustee is 
that the principal shall be kept intact, 
and the beneficiaries be assured of a 
regular income. All other considerations 
must yield to the prime factor of safety. 

Human nature being what it is—and 
we cannot hope to change it—the public 
accepts as a matter of course the preser- 
vation of funds entrusted to our care, 
and profits arising from careful manage- 
ment, even if substantial, arouse little if 
any comment; but the public is quick to 
censure any mistake which may lead 
to even the slightest depreciation or loss. 
A five-point drop in a bond quotation or 
a delay in an interest payment is often 
used as an argument against trust com- 
panies not only by the person affected 
but not infrequently by his relatives and 
friends. Hence, we cannot afford to let 
a fraction of a per cent difference in 
yield or the difficulty of getting just the 
right type of investment permit us to 
relax our conservative policy. One dis- 
satisfied customer can easily offset the 
influence of dozens who are convinced of 
the honest merits of our service. 


Sympathy and Cordiality 


IFTH, attitude of trust officers: With 

respect to the objection that some 
trust officers have an impersonal attitude 
in their relationships to their customers, 
I think we should bear in mind that 
psychology plays an important part in 
trust work. Customers generally know 
little of the technical side of our busi- 
ness, and they judge everything from 
personal contact with the officers. Can 
we not follow the example of successful 
physicians whose “bed-side manner” is 
almost as important as their specialized 
skill in attracting patients? We deal 
with much the same type of people as 
do doctors. Our skill is taken for grant- 
ed. Our customers come, many of them, 
distraught with a helpless feeling be- 
cause of the loss of their life companion 
and main support. It is up to trust 
officers not only to conserve their estates 
and look after their business affairs 
but to soothe them and make them feel 
that they can throw their cares and 
responsibilities on the company and that 
everything will be all right. Hence, the 
more we submerge our technical skill 
and the more we bring out our human 
side, the more successful we will be. A 
successful trust officer listens to the sug- 
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gestions made by his customers and even 
if they appear mere foibles and trifles, 
whenever practicable he tries to follow 
them. The attitude of always being 
right and thus unintentionally over- 
awing the beneficiary by a display of 
superior knowledge and experience may 
result in a festering feeling of dislike 
which may end in open antagonism. 

I do not presume to be an expert on 
feminine phychology. I frankly believe 
that a study of the subject would be 
most profitable for trust men. But I 
know that we have made certain ob- 
servations on the working of the fem- 
inine mind. Whether or not we profit 
by these observations is another ques- 
tion. More than half the beneficiaries 
of estates are women; that means that 
our biggest administrative contact with 
the public comes through the feminine 
side of the house. We cannot afford, to 
dismiss them lightly with a shrug and 
muttered “Oh, well you know how 
women are!’’, or “Everybody knows that 
women are unreasonable.” The more 
unreasonable they are—or rather the 
more unreasonable they think we are, 
the more they will talk, telling their 
friends of their woes and warning them 
to never let their husbands name a trust 
company. We cannot afford such pub- 
licity. 

Tact Essential 


HERE are women with excellent 

business minds, with whom one can 
work exactly as with a man; but in the 
majority of cases special tact is neces- 
sary. Most women are not familiar with 
business terms or practices; these must 
be explained in non-technical language, 
with pencil in hand, giving the figures 
or results for each step. If they hap- 
pen to digress a bit and want to pour 
forth their woes, listen sympathetically 
whether it be about son John, or about 
the difficulty of getting a maid who will 
clean the silver properly. And always 
remember that the one big thing women 
cannot stand is the thought that they 
are losing money. No sum is too small 
to awaken their fighting instinct. There- 
fore, before abandoning a property hav- 
ing no equity, or before selling a stock 
for less than it cost her husband, be 
sure that the woman interested under- 
stands definitely how you are saving 
money by the proposed step and that it 
will work to her best interests. Under 
no circumstances, however, let her get 
the idea that the company is criticizing 
the deceased, whose acts, since his death, 
to her have assumed the semblance of 
infallibility. Each transaction should 
be viewed as a separate example of 
salesmanship so that as the estate pro- 
gresses, the beneficiary will feel closer 
to the trust company and feel that its 
services become more and more valuable 
to her. ; 


HE CHOOSES 


er breaks the seal himself, is inclosed 
in a metal scabbard which in turn is 
sealed in a heavy, impression- 
proof envelope. 

This key is the renter’s own. 
He himself, with the vault 
custodian, sets his own lock 
to fit it. The statement he 
signs is court evidence that he 
was first to see or touch it. 

As a result of these exclusive safety meas- 
ures the bank has the best possible basis to 
resist unfair claim of damages by the renter. 
The metal scabbard makes it impossible to 
take key impressions. No ‘‘accidents’’ can 
happen—because there is no other lock that 
this particular renter’s key will fit, and no 
other key in existence will fit this partic- 
ular renter’s box. 

TheS&G Secret Key Changing Sealed Key 
Safe Deposit Lock is the ove lock in existence 
that offers all thése safe-guards, p/us the 


Vault of the Aldine Trust Co., - 
delphia, S&G— equipped throughout 
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100% Protection 


Here is a key which, until your rent- —who chooses his safe de- 
posit box key this safe way 


economy of negligible main- 
tenance cost resulting from re- 
setting right on the box door, 
instead of expensive factory 
resetting. Such prominent 
banking institutions as Bow- 
ery Savings Bank, New York; 

ank of America, New York; 
Union Trust, Detroit; Canadian Bank of 
Commerce, Toronto; Northwestern Na- 
tional Bank, Minneapolis, are equipped not 
only with these, but with S&G Time and 
Combination Locks as well. Full informa- 
tion and specifications may be obtained by 
writing to 


SARGENT & 
GREENLEAF 


Incorporated 
New York Boston « Rochester «Chicago 


One mistake which is occasionally 
made, I believe, is in placing too much 
optimism in the size of an estate. Be- 
fore the inventory and appraisal is held, 
it is practically necessary to give the 
court an estimate of the approximate 
size. Newspapers frequently seize upon 
this information and _ unintentionally 
create the impression that the estate is 
larger than it will finally work out to 
be. I am rather inclined to believe that 
women especially find it hard to under- 
stand why the payment of unexpected 
claims, expenses and taxes should make 
the net estate smaller than the more 
optimistic earlier estimates indicated. 
Probate matters being of public record, 
newspapers will, of course, comment 


upon prominent estates, hence this is 
one source of advertising to the exec- 
utor; but unless the trust company is 
careful to make preliminary estimates 
conservative, these figures can be a 
boomerang if the estate appears to have 
diminished when finally settled. The in- 
ference may be drawn that a large sum 
was left but through inefficiency the fig- 
ure was reduced. 


Cooperative Advertising 


OMING back to the subject of adver- 
tising, I feel that there is much that 
can be done in a cooperative way by all 
trust companies taking space in news- 
papers and magazines and explaining 
some of the fundamentals of the busi- 


565 
12 
i 
| 
| 
| 
| 


AMERICAN BANKERS ASSOCIATION JOURNAL 


What you look for when 
choosing a correspondent, 
we have. May we serve you in 1931? 


Mercantile-Commerce 
Bank and Trust Company 


Locust Eighth ~ St. Charles 


St.Louis 
**LARGE ENOUGH TO SERVE ANY— 
STRONG ENOUGH TO PROTECT ALL’’ 


ness. As an illustration: people appar- 
ently have an instinctive desire to avoid 
probate, if possible. They have a feel- 
ing the expenses will eat up the estate, 
that the will may be contested, and 
that taxes will be prohibitive. 
vertisement “Why Probate Is Neces- 
sary” would help dispel these thoughts 
by giving the reasons for probate. Few 
speople realize the many steps in the 
probating of an average estate. Ad- 
vertisements setting forth these steps 
and the necessity for them should do 
much to show the vital part that trust 
companies play in doing these many 


An 


duties efficiently and with a minimum of 
cost. An advertisement dealing with 
the cost of probating an average estate 
of say $50,000 and another of $500,000 
showing the many items that enter into 
administration, taxes, and other func- 
tions would be most illuminating. Or 
one advertisement might state: “Why 
Can a Trust Company Administer an 
Estate More efficiently and Economically 
Than an Individual?” 

I believe, with a prominent authority 
on advertising, that platitudes and gen- 
eralities make no great impression, that 
to say “best in the world” does not carry 
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conviction unless backed up by evidence, 
that brilliant writing has no place in 
advertising and that canvassing from 
home to home is the best way to learn 
what wins and what loses. 


Wide Market for Bank 
Stocks a Possible Asset 


(Continued from page 508) 


pages of newspapers and by brokers in 
this country ever since Alexander Hamil- 
ton’s National Bank and the organiza- 
tion of that water company which be- 
came a bank, the Manhattan Co. But 
prices were so high and sales so few 
that the actual market for American 
bank shares until the present movement 
began was extremely thin. 

It is entirely logical and consistent 
that bank stocks should have marketa- 
bility. The first demand made on se- 
curities offered to a banker as collateral 
is marketability. That his own shares 
often heretofore have not possessed that 
quality was a paradox and remains so, 
for the condition still prevails with a 
large number of the banks of the coun- 
try. 

Giving the bank stock marketability is 
more important outside the large metro- 
politan centers. Here the group organi- 
zations are playing an interesting role. 
Whereas the stock of scores of small 
banks composing two of these groups in 
the Northwest formerly had little mar- 
ketability, the stock of the groups them- 
selves which the holders received in ex- 
change, is almost sure of a market. The 
stock of one is listed in Chicago, and 
both in the Twin Cities of Minneapolis 
and St. Paul. 


Some Disadvantages 


NUMBER of questions and criti- 
A cisms naturally have arisen in con- 
nection with this wider distribution. 
These should be mentioned, not in a de- 
structive sense, but in order to evaluate 
them. 

Most stock exchange organizations of 
the country require periodic financial re- 
ports of the institutions whose stock is 
listed for trading. These are generally 
earnings statements. Some bankers feel 
that greater public knowledge regarding 
the progress of their institutions is not 
good. Yet these statements really form 
only a supplement to the reports re- 
quired by the state and national authori- 
ties. Most bankers keep their doors and 
affairs open to those who have legitimate 
interest, and publication of statements 
will concern only those who would have 
been interested anyway, for the most 
part. 

The effect on the bank or the banking 
group of the fluctuations in the price of 
its stock forms a more serious subject. 
So long as the stock holds steady or 
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gradually rises, the cause for concern is 
comparatively small. But may not a 
price recession disturb confidence, the 
brokers’ first asset? 

It must be admitted that an element of 
danger lurks here. Some groups which 
sold stock before the 1929 crash, or ex- 
changed their certificates for the stock 
of unit institutions, admit that some of 
their shareholders have been dissatisfied 
by the fall in price. In some cases the 
price of such stock has declined by as 
much as 50 per cent. More recently the 
stock of a medium sized New York City 
institution dropped sharply, causing con- 
cern. Recessions may form the basis 
for unjustified rumors as to the condition 
of the institution, 


Pegging Dangerous 


CCOMPANYING this criticism an- 
other danger is cited. That is the 
possibility of serious consequences should 
institutions seek to hold their stocks ar- 
bitrarily to certain prices. 
serious impairment of some institutions 
other than banks who have attempted 
this practice can be recalled. The whole 
question of market manipulation of 


stock prices, either by the banks or | 


others, arises in this connection. 

Banks whose stocks are listed on the 
exchanges or widely held minimize these 
dangers. Only with those investors who 
do not realize that market fluctuations 
of considerable size may occur without 
reflecting the condition of the institu- 
tion that prestige will be impaired. 
Ready marketability of stock in large 
part offsets the possible disadvantage. 
Rumors regarding condition can be de- 
pended on to appear periodically, and 
only by frequent publication of detailed 
financial reports can such reports be 
counteracted. 

Those banks and holding companies 
with experience affirm that stocks are 
not held to arbitrary prices, and that no 
attempt has been made to hold them 
there. All that generally is attempted 
is the maintenance of a market through 
keeping a bid price posted. The futility 
of attempting to control stock price gy- 
rations has already been realized by 
most banks and holding companies. They 
have seen their stocks rise to levels they 
knew to be unjustified in 1929, only to 
drop, in some cases, again to levels un- 
justified. 

The especial importance and peculiar 
place held by banks in the American 
business and financial structure may 
well bring special rules pertaining to 
their stocks by the stock exchanges. Any 
attempts at pure manipulation by specu- 
lators in bank stocks would be much 
more serious than the same operations 
in almost any other security, and it does 
not seem improbable that this will be 
recognized. 


Failure or | 
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York to establish city-wide 
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where neighborly spirit is 
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CHATHAM PHENIX 


NATIONAL BANK AND TRUST COMPANY 


New York City 


MAEN OFFICE: 149 BROADWAY 
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Finally, in.cities outside of New York 
and Chicago, one hears frequently the 
fear expressed that listing of stocks for 
public trading will make easy the acqui- 
sition of the institutions by powerful in- 
terests. That would mean, they say, 
banking concentration on a scale that 
few bankers, even the concentrationists, 
are ready to contemplate. 

Here again those bankers with experi- 
ence hold such criticism or fear to be 
largely without foundation. Although 
traded in publicly, only a very small 
percentage of stock outstanding actually 
goes to the market. The great majority 
is held by the directors and any evidence 
of large-scale accumulation would be 


If acquisition were de- 
sired, negotiations with the directors 
would be necessary. And stock in the 
market has little effect upon such a 
large-scale move. 

A review of the various aspects of de- 
velopment, motives and criticisms leads 
to one conclusion. This new phase of 
banking, carrying wider distribution of 
stocks will bring the American public 
and the banks closer together. In- 
creased interest in the banks may well 
bring greater understanding and a more 
sympathetic hearing on such questions 
as service charges. This is an asset over 
and above promotional value. This will 
be a great asset to banks. 


felt at once. 
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This pamphlet, 
outlining the ser- 


vices rendered by 


our EnglishTrust sub- 
sidiary, will be sent 
to fiduciaries and 
lawyers on request. 


uciaries 


and Lawyers 


AMERICAN executors administering estates containing assets located 


in England or stocks of British corporations are confronted with 
the consideration of choosing a representative in England to handle 


the administration of such assets. 


In order to facilitate English administration through a British trust 
corporation equally familiar with English requirements and American 
methods, we organized in 1925 the Guaranty Executor & Trustee Com- 
pany, Ltd., of London, as an English subsidiary of the Guaranty Trust 
Company of New York. This subsidiary is a complete trust organization. 


We invite trust companies, banks, lawyers and other executors and 
administrators to avail themselves of the facilities of our British trust 
subsidiary, for the prompt and efficient administration of English assets 
in estates which they are handling. Further information will be supplied 


on request. 


Guaranty Trust Company of New York 
140 Broadway 


LONDON PARIS BRUSSELS 


LIVERPOOL HAVRE ANTWERP 


Capitat, Surptus AND UNpivipeo Prorits THAN $295,000,000 


Over-Taxation of National Banks in Ohio 
(Continued from page 502) 


companies in Cleveland had _ large 
amounts of such tax-free bonds. 

The court further points out that “cer- 
tain mortgage and finance companies do- 
ing business in Columbus and other urban 
centers of the state, have designated 
their place of residence in taxing dis- 
tricts outside the cities, and in some in- 
stances outside the counties in which the 
cities are located, where substantially 
lower tax rates are in vogue.” 


Further it says: 


“Four of the finance companies hav- 
ing their principal accounting offices and 
doing business in Columbus, had their 
legal domiciles in Marion Township, out- 
side the city, where the tax rate in 1926 
was $11.10 per thousand. These com- 
panies returned over $1,300,000 for taxa- 
tion. If taxes had been paid upon the 
rate in the City of Columbus ($20.60 per 
thousand), the amount of the taxes 
would have been substantially double.” 

The court, after reviewing the de- 
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cisions of the Supreme Court in a 
number of recent cases wherein it has 
been held that Section 5219 was violated 
because of overtaxation of national bank 
shares as compared with other competing 
moneyed capital, thus summarizes the 
evidence of substantial discrimination in 
the case before it: 


“The substantial discrimination against the 
shares of the plaintiff national banks and 
other national banks, in the instant case is 
equally discernible upon an analysis of the 
evidence adduced, as in the cases discussed 
above. The aggregate reserve and undi- 
vided profits funds of building and loan as- 
sociations of the City of Columbus and else- 
where in the state, in the years with which 
we are concerned, were not taxed to either 
the associations or their share holders, except 
in the instances where portions of those 
funds were invested in office buildings or 
other real property; like funds of the na- 
tional banks were taxed. Borrowers’ stock 
in building and loan associations, as has been 
stated, is not taxable under the law. Run- 
ning stock, paid up stock, and permanent 
stock of building and loan associations, 
while taxed in the name of the individual 
stockholders, are taxed only as _ credits, 
against which the debts of the taxpayer may 
be deducted. While the record shows sub- 
stantial amounts escaping taxation, it also 
shows amounts returned for taxation deduct- 
ing substantial amount in the way of debts. 

“With no less clarity is shown the dis- 
crimination against the plaintiff banks’ 
shares and those of other national banks in 
favor of individuals holding shares in 
mortgage loan companies and finance com- 
panies. These companies are assessed for 
taxation on the value of their respective 
assets, and any tax-exempt securities that 
they may hold, escape taxation. Another 
type of discrimination is found in the prac- 
tice of these concerns in fixing their legal 
domiciles in townships outside the cities in 
which they do business, where the tax rate 
is approximately 50 per cent of the tax rate 
in the city. 

“From the evidence in this case, the con- 
clusion is reached that under the laws of 
Ohio and the practices of the tax-levying 
officials, there has been and was in the years 
1926 and 1927 substantial discrimination 
against much of the moneyed capital invested 
in the shares of stock of the plaintiff banks, 
and in favor of competing moneyed capital 
invested in building and loan associations, 
mortgage companies, and finance companies, 
and their individual stockholders.” 


What Banks Should Pay 


HE taxes imposed upon the shares 

of plaintiff banks for the last half 
of 1926 and for the year 1927 being held 
invalid, the court further addresses itself 
to the question of what taxes the banks 
should pay. Upon this, it says: 

“The bills of complaint allege that the 
plaintiff banks are ready and willing to pay 
the amount of taxes that may be found to 
be just and equitable. This they should, of 
course, do under any reasonable conception 
of equity and right. The question of equit- 
able amount is not before the court in this 
proceeding—at least up to this stage of its de- 
velopment. Whether there is a jurisdiction 
under the broad equity powers of the court, 
by which further proceedings may develop 
the proper amount of taxes that should be 
allowed and paid, is perhaps surrounded with 
considerable doubt. However, the court is 


open, with any jurisdiction that it may 
possess for that purpose.”’ 


Effect of Decision 


S a result of this decision Ohio will, 

no doubt, be compelled to revise its 

tax system and adopt more up-to-date 
methods of taxation. There are, doubt- 
less, like competitive conditions between 
national banks and other financial or- 
ganizations in a number of other states 
and another result of the decision, pre- 
sumably, will be to instigate a movement 
in other states looking to the overhaul- 
ing of antiquated tax systems and the 
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deriving of increased revenue by methods 
of taxation which will require all finan- 
cial corporations of the character de- 
scribed in the opinion to bear their just 
share of the common tax burden. The 
opinion of the court in the Ohio case is 
too lengthy to publish in full; in the 
above, we have merely attempted to 
point out its salient features. The Ohio 
Bankers Association has issued a pam- 
phlet containing the full text, to which 
we refer the reader who may be inter- 
ested. The secretary of the Ohio Bank- 
ers Association is Mr. David M. Auch, 
923 Huntington Bank Building, Colum- 
bus, Ohio. 


Group System Trust 
Work 


(Continued from page 519) 


“in the group will support the local trust 
officer not only in setting up an estate 
program but in the administration of 
the estate when it matures. This we 
advertise and this we are doing.” A 
Michigan group executive tells us that 
“the group has already profited in a 
number of cases by the availability of 
trained personnel. In the case of two 
of our units we are supplying trained 
men who will permanently go on the 
staffs of those units. We have loaned 
men from the parent organization in a 
number of cases to other units for vary- 
ing periods and several of the units have 
come in many times to consult and ad- 
vise with us as to various of their trust 
problems.” 


Taps New Areas 


HE vice-president in charge of trust 

operations of a northern affiliation 
of banks remarks that the “institutions 
located in communities too small to carry 
on profitably the trust business have had 
no incentive to provide trust service of 
the right character to which a number 
of their best customers are entitled.” 
Under the group plan they are finding 
that many of their bankers “thus located 
are greatly interested in trust depart- 
ments in adjacent cities large enough to 
support them and with the cooperation 
of many banks made possible as well as 
attractive under the group system, we 
look for a greater volume of business 
than was heretofore possible in the in- 
dividual institution.” 

A mid-Atlantic trust institution has 
a central committee which meets at its 
head office at short intervals, the trust 
officers of the other units meeting with 
it once a month. 

A Great Lakes group states that a 
so-called trust committee has been or- 
ganized consisting of representatives 
from some of the leading units of the 
group, and the duty of this committee 
is to consider and make recommenda- 
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During the past twelve months the 
number of CITIES SERVICE Common stock- 
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During the same period CITIES SERVICE COM- 
PANY’S annual net earnings have increased from 
$39,514,552 to $58,130,186. Net to Common 
stock and Reserves has grown from $1.13 to $1.46 


per share. 


At the current market price CITIES SERVICE 
Common stock yields, annually, over 7% in stock 
and cash—payable monthly. 


Mail the coupon below and we will send you, with- 
out obligation on your part, an interesting booklet 
describing CITIES SERVICE and its investment 


securities. 


HENRY L. DOHERTY & COMPANY 


60 Wall Street © New York City 
Branches in principal cities 


Cities Service Radio Program —every Friday, 8 
P. M., Eastern Standard Time —N. B. C. Coast- 
to-Coast and Canadian network—34 Stations. 


HENRY L. DOHERTY & COMPANY, 
60 Wall Street, New York City 


Send copy of booklet describing the Cities Service organization 
and the investment possibilities of ite securities. 
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tions on all sorts of problems relating 
to trust administration including sug- 
gestions as to accounting systems, as to 
provisions for the safeguarding of se- 
curities, for the safeguarding of trust 
income and other matters. The so-called 
trust committee is a subcommittee of the 
general operating committee of the 
group. 

A southern system has monthly meet- 
ings of all of its trust officers and finds 
them most stimulating to the work of 
the organization. 

A New England affiliation advises 
that the executive trust officers of all the 
banks come to weekly meetings to talk 
over their common problems. 


A Michigan group informs us that 
“one of the things which the other 
units seem to appreciate and perhaps 
stand in need of as much as anything is 
the service and advice of the trust in- 
vestment department of the parent unit 
which department does a tremendous 
amount of work in analyzing and pass- 
ing on all types of securities to deter- 
mine which are most suitable for trust 
investment and this list is available to 
other units. Special questions, which we 
are handling to the best of our ability, 
can be referred to that department 
and are being so referred.” The units 
of a southern system make their own 
investments and report them immedi- 
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ately to the head office for approval, 
while in another bank it is planned to 
develop for the use of its component 
banks a sort of uniform or co-mingled 
trust, the participations in which will be 
made available to the smaller units of 
the group, in convenient denominations. 

Taking up for a moment the system 
with which I am naturally most familiar 
—that of The Citizens and Southern 
National Bank—no material distinction 
is made in the operation of trust busi- 
ness and trust development by our 
branches of the national bank and those 
which are affiliates. Trust work in each 
of the eleven cities in which branches 
and affiliates are located is handled un- 
der the direction of a trust officer. 

In the Atlanta and Savannah offices, 
on account of the volume of the work, 
and in Charleston, South Carolina, on ac- 
count of the state laws of South Caro- 
lina, trust work is more extensive as is 
also the personnel than at the other of- 
fices; also a greater degree of indepen- 
dence may be noted in the operations of 
the trusts of these offices for the same 
reasons. The Savannah office is the 
home office and the Atlanta office is the 
largest one. 

At the other offices a varying degree 
of supervision of operations is main- 
tained by the Savannah office, particu- 
larly as to investment policies and the 
application of trust principles to the 
more important problems. At each office 
a trust committee governs the policies 
of the trusts and the estate subject, of 
course, to the directions contained in the 
wills and agreements, and supervises 
with the help of the larger offices the 
investments both as to purchase and 
disposal. Trust work in Atlanta is main- 
tained on its own responsibility. 


Personnel Development 


HE theory of the development of the 

trust work of the system is pri- 
marily through the education of the of- 
ficers -and contact employees of the 
banks and the affiliated securities com- 
pany with the general guidance of local 
trust effort placed upon the local trust 
officers. Particular emphasis has been 
laid upon the expansion of this branch 
of the bank’s work through the officers 
and salesmen of the securities company 
and their understanding of the possibil- 
ities of trust operation has made it seem 
unnecessary for the bank to employ 
other than in Atlanta special trust so- 
licitors or advisers. Such a force is 
maintained in Atlanta and its personnel 
is loaned to the other offices from time 
to time. Credit is given in the regular 
monthly trust development reports to all 
officers and employees of the system and 
the company for trust business devel- 
oped by them or through their efforts 
and this naturally bears reflection at 
salary fixing time. 
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At the Savannah, Macon, Augusta 
and Valdosta offices some most excellent 
business has resulted from efforts of the 
securities salesmen. 

I see a pronounced advantage to a 
general community in the careful and 
systematic treatment of trust functions, 
and advantages over that of unit banks, 
of a branch or group system along the 
lines just discussed. The possible ad- 
vantages listed speak for themselves. An 
institution connected with such an affili- 
ate or branch system can take into ad- 
ministration any estate which may come 
to it, irrespective of where within its 
circle of influence the property compos- 
ing the estate may be located, as its 
other associated units can render first- 
hand administration to distant property 
and business interests. This type of ar- 
rangement applies composite experience 
and knowledge to all the trust officers 
and particularly to those in the offices 
where trust business is not extensive. 
When closely drawn together with a 
private wire system (as is the case of 
the organization in which I am most in- 
terested) a close-knit organization is 
possible. New business comes to such a 
group from the mere fact that its pos- 
sibilities of capable trust performance 
are practically unlimited geographically. 


Chief Advantages 


BELIEVE the units in a smaller com- 

munity are benefited to a greater de- 
gree than are those in the larger cities 
because they are enabled to receive and 
administer estates which, were they op- 
rating alone, would go elsewhere or be 
handled probably by individuals. Trust 
frontiers, so to speak, are pushed back. 

From actual experience with the op- 
erations of trusts in single banks and 
trust companies, as well as in a group 
system, I am firmly of the belief that the 
economies of the latter type of admin- 
istration are constantly becoming com- 
paratively more apparent. 

There are certain prejudices of local- 
ity—possibly provincial, to be sure, but 
nevertheless real—against the “big city 
bank,” but with the administration of 
estates locally, wherever possible, the 
local connection is. preserved and the 
strength of the outside experienced affil- 
iations is added. Trust business will be 
administered in its own locality when 
that service can be brought to the pros- 
pective testator or trustor, but with the 
growing understanding on the part of 
people of affairs, of the possibilities of 
the trust idea, unless the local institu- 
tions are equipped to handle their busi- 
ness either individually or through 
affiliations and with pronounced finan- 
cial responsibility, this business will be 
going to the large centers in spite of the 
disadvantages of non-resident admin- 
istration of an estate. 


CAPITAL, SURPLUS AND UNDIVIDED PROFITS 
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enjoy the protective background of highly liquid assets, with 
credit factors widely diversified in region and enterprise. Long 
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available in convenient maturities and 
denominations at current discount rates 
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The Midland Bank offers exceptional facilities 
for the transaction of banking business of every 
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Certified Inventories 


Executives who negotiate loans know the importance of inventories to 
the banker. There has been considerable discussion as to what respon- 
sibility accountants should take for inventories when making audits. A 
booklet on this subject will be sent on request to bankers or executives. 
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Special Problems of 
a Small Trust 
Department 
(Continued frém page 536) 


able part will mature in any one partic- 
ular year, but conceding that diversifica- 
tion in maturities is as desirable as 
diversification in form of investment 
there is some divergence of opinion upon 
the advisability of purchasing short time 
as compared with long time municipals. 
About a year and a half ago when 
bond prices were low and yields were 
high, good municipal bonds were selling 
on a higher yield basis than they had 
ever previously sold. Some wise and pru- 
dent investors of trust funds believed 
that advantage should be taken of favor- 
able market conditions and prime munici- 
pals should be bought with twenty to 
twenty-five year maturities. 

Others believed, and in such class be- 
longed the majority of our particular in- 
vestment committee, that if a trust could 
be made to earn about the current yield 
of interest rate, then a trustee’s obliga- 
tion was fulfilled, and that a trustee was 
not justified in buying a twenty to twen- 
ty-five year maturity which is in effect 
gambling on future interest rates. For 
that reason most of our municipal bond 
investments have been confined to seven, 
eight, or at the most, ten year maturities. 
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New Book 


THE WORLD’S ECONOMIC DILEM- 
MA. By Ernest Minor Patterson, Pro- 
fessor of Economics, University of 
Pennsylvania, and President of the 
American Academy of Political and 
Social Science. Published by Whittle- 
sey House, McGraw-Hill Book Com- 
pany, New York. 324 pages. Price 
$3.50. 

This volume outlines economic prob- 
lems on a world scale. The theme chosen 
by the writer is the increasing economic 
interdependence of all countries and the 
need for politically trained economists 
and economically trained statesmen. His 
aim has been to treat the questions of 
international economics and international 
politics more comprehensively than has 
been done heretofore and he has achieved 
this aim successfully. Even when dis- 
cussing the special economic problems of 
individual countries or sections of the 
world he does so against a wide inter- 
national background. 

The “dilemma” is that the political di- 
visions of the world do not coincide with 
the economic divisions and there is an 
unnatural check on the free movement of 
people and goods. The first part of the 
volume presents various phases of this 
dilemma. The last chapter suggests a 
solution which includes the wider use of 
commercial treaties, the international 
trust, international bankers’ consortiums, 
and the League of Nations. 


Estate Tax Decision 


The United States Board of Tax Ap- 
peals concurred in a recent ruling which 
states in effect that all subscriptions 
to charitable, religious and educational 
institutions, made by a decedent dur- 
ing his life and paid by his executors, 
are deductible from the gross estate. The 
decision of the board was rendered in the 
case of the estate of Jeptha H. Wade, 
who died March 6, 1926, and who, prior 
to that date, had assumed certain obliga- 
tions in favor of several Cleveland in- 
stitutions. 

Since the passage of the Revenue Act 
of 1926 the Bureau of Internal Revenue 
has been disallowing all subscriptions 
made by a decedent during his life, pay- 
able to such institutions. In the average 
case the amount of tax involved is small, 
put has been the cause of considerable 
complaint. 


Store Chains Abroad 


The Royal Bank of Canada points out 
in a recent analysis of chain store devel- 
opment that a chain of wine shops in 
France has been in existence for more 
than a century. Chain stores, it states, 
have been established in Italy, Germany, 
Switzerland, Egypt, Japan and other 
countries. A fifty-year-old English com- 
pany operates 800 units. 
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Can Central Banks Con- 


trol Price Movements? 
(Continued from page 512) 


greater use of substitutes, larger va- 
riety of manufactured merchandise, more 
rapid changes of fashions and keener 
competition throughout the world, over 
an extended period of years, there 
emerged in 1929 a condition of over- 
production in almost all branches of 
manufacturing, mining and farming. 
The tendency toward lower prices on 
account of lower production costs and 
increased supply had already begun to 
manifest itself in various directions dur- 
ing the three or four years preceding 
1929. In the case of several commodi- 
ties that tendency was more effectively 
counteracted, first, by the considerable 
growth of purchasing power owing to 
prosperity prevailing over the greater 
part of the world, and secondly by the 
increase in consumption resulting from 
the unprecedented extension of the in- 
stalment purchase system. 


Then Came Over-Production 


BOUT the middle of 1929, however, 
A it was becoming evident that in the 
case of a very large number and variety 
of commodities a maladjustment between 
demand and supply had been taking 
place. The rate of expansion of eco- 
nomic activity was beginning to decline 
and stocks of raw materials and finished 
goods were accumulating. One after the 
other, therefore, the commodity mar- 
kets weakened and broke. 

The question to be answered now is: 
“How much could the principal central 
banks of the world, particularly the 
Federal reserve banks of the United 
States, have done with the powers at 
their command to prevent or check the 
decline in commodity prices in recent 
years without ultimately causing more 
harm than good to the economic world 
as a whole?” In answering, one must 
distinguish between four different phases 
of the price decline, namely: (1) lower 
production costs; (2) overproduction or 
maladjustment between supply and de- 
mand; (3) speculative excesses on the 
principal stock exchanges, primarily the 
one in New York; and (4) high money 
rates in 1929. According to the above 
analysis the first phase was the basic 
factor in the situation, the other three 
serving mainly as intensifying agencies, 
although it must be admitted that their 
combined influence was very important. 

With regard to overproduction, it is 
submitted by some that the central banks 
in America and Europe could have pre- 
vented it by regulating the supply of 
credit more promptly and efficiently in 
accordance with the needs of normal 
business activity. In other words, if the 
volume of production and trade is found 


Los Angeles 


HEN a Banker has valued customers leaving for 

Southern California, he will do them a favor by 
giving them letters of introduction to Security-First 
National Bank. 


With Resources exceeding $500,000,000; with more 
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National Company; a Department of Research and 
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every Branch, make this the Institution to employ as 
your Pacific coast connection in every way any bank 
can serve you. 


ECURITY-FIRST NATIONAL 
BANK OF LOS ANGELES 


to expand more rapidly than the normal 
average increase over a period of years, 
the central bank of the country or coun- 
tries concerned should immediately con- 
tract the supply of credit by raising its 
discount rate and selling securities in 
the open market, or by any other suit- 
able means. In this manner, it is said, 
the rate of activity would be slowed up 
before it has gone too far, and supply 
would be prevented from outrunning de- 
mand. This is all right in theory, and 
central banks could certainly be ex- 
pected to aim definitely at preventing 
maladjustment between supply and de- 
mand as far as possible, but this is quite 
a different thing from saying that cen- 
tral banks can prevent its occurrence at 
all times and under all conditions. 


In Reply to 


Numerous Requests 


from many of the 1100 Banks 
using our special plan for Unlisted 
Security executions, we have ar- 
ranged with a leading real estate 
authority to supply an unbiased 
expert appraisal of any First 
Mortgage Real Estate Bond 
(where possible). This opinion 
will be furnished at minimum cost 
and will cover asset value, loca- 
tion, normal earning power, etc., 
behind each Bond. 


Because the field of mortgage 
bond values is beyond the expe- 
rience of the security dealer, an 
unbiased opinion of an expert is 
necessary. We have, therefore, 
inaugurated this supplemental 
service as a protection for both 
buyer and collet. 


Theory and Fact 


ARIOUS assumptions have to be 

made before one can endorse the 
view that central banks have it within 
their power to prevent overproduction 
and the consequent changes in the prices 
of commodities. One must first assume 
that it is possible to construct indices of 
prices, volume of credit and volume of OBSON & WALLACE 
production and trade so accurately and Members ? 
promptly that they can be used as an Unlisted Securities Dealers Ass'n. 
effective guide for the purpose in view; 
secondly, that there is a precise relation- 
ship between the volume of bank credit, 
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the volume of production and trade, and 
the price level; and thirdly, that central 
banks are always able to bring about the 
contraction or expansion of credit im- 
mediately and to the exact extent de- 
sired. In practice, however, no one of 
these assumptions is found to be fully 
valid. 

The making of index numbers can, of 
course, be greatly improved upon from 
time to time, but, as they must be 
promptly available for the purpose of 
control, they will always be subject to 
some degree of error, however small it 
may ultimately come to be. There is 
certainly a fairly close relationship be- 
tween prices, credit and production and 
trade, but not an absolutely true one, 
since disturbing factors are always 
liable to exert their influence. Central 


| banks usually have such an _ influence 
| over the money market that they can 


effect the contraction or expansion of 
credit by employing the various weapons 
at their command, but not always im- 
mediately or to the extent desired. It 
has happened on some critical occasions 
that the working of disturbing forces 
has seriously frustrated the efforts of 
the central banks in this regard. 

Moreover, with the complicated proc- 
esses of production, distribution and 
consumption obtaining under the present- 
day economic organization, and the long 
time that elapses between the produc- 
tion of the raw materials and the sale 
of the finished goods over the counter, 
as well as the large number and variety 
of channels through which transactions 
go, there is a host of opportunities for 
human error. It would be practically 
impossible for a central bank or any 
other institution to eliminate overpro- 
duction or other phases of cyclical 
fluctuations in business activity. The 
most that can reasonably be expected of 
central banks is that they should under- 
take to make every endeavor to reduce 
the amplitude of such fluctuations to a 
minimum. 


Efforts to Curb Speculation 


S regards steck exchange specula- 

tion, the experience which the 
Federal Reserve System had in 1928 and 
1929 in its efforts to cope with what it 
rightly regarded as speculative excesses 
on the New York Stock Exchange can- 
not be regarded as anything but highly 
unsatisfactory and discouraging. It may 
be said, of course, that the System should 
have used its customary restrictive 
weapons more promptly and drastically 
than it did. In other words it can be 
argued that the easy-money policy of 
1927 was maintained too long, and that 
as soon as it was discovered that the 
speculative situation was getting out of 
hand the New York discount rate should 
have been raised by two decisive strokes 
of at least 1 per cent each, instead of 


‘cording as the situation demands. 


three successive increases of 42 per cent 
each, and then a gap of thirteen months 
before the final increase of 1 per cent. 
There is certainly much to be said for 
this point of view. As events have 
turned out, however, it appears to be 
doubtful whether such prompt and dras- 
tic action on the part of the System 
would have achieved anything more 
than a slight curtailment of speculation 
and a somewhat quicker liquidation of 
securities. Still, the economic situation 
generally would have been improved to 
the extent that speculation could have 
been curtailed and liquidation hastened, 
however slight it might have been, and 
something is undoubtedly better than 
nothing. 


Might Defeat Itself 


HE question, however, which forci- 

bly presents itself today is whether 
in a country like the United States, 
where the scope and opportunities for 
making large and unexpected profits in 
business enterprise are the greatest in 
the world, and where waves of specula- 
tion in securities periodically overtake 
the people during any era of great and 
growing prosperity, the central banking 
authorities should take it upon them- 
selves to try to restrict credit for 
speculative uses and make money dear 
for that purpose, while maintaining an 
open door and lower rates for business 
purposes. The events of 1929 have 
shown conclusively that there are too 
many forces beyond the control of the 
Federal Reserve System in dealing with: 
a speculative situation, and that a policy 
designed to make money artificially 
dearer for speculation than for other 
purposes may defeat itself by attracting 
money for speculative uses from other 
sources. 

Increased speculation is only one of 
the phases encountered in a period of 
advancing prosperity, and the tendency 
toward undue speculation in securities 
is frequently found to be more or less 
contemporaneous with the tendency to- 
ward overproduction and overtrading in 
commodities, although in varying de- 
grees of course, and with the former 
usually commencing and _ terminating 
somewhat in advance of the latter two 
phases. All of them appear to require 
the same treatment simultaneously at 
the hands of the central bank; namely, 
restriction of credit and higher money 
rates, and perhaps still higher rates ac- 
But 
it might be left as far as possible to 
those operating in the money market to 
arrange the shifting of the available 
funds and to adjust the rates for the 
various uses to which the funds are put. 

With regard to the high money rates 
which prevailed in 1929 over the 
greater part of the world, considered 
as a factor in itself tending to depress 
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Guaranteed 
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6 per cent are both yours in Empire 
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your income guaranteed. Back of 
each issue are valuable, income- 
earning properties. Every Empire 
issue is trusteed by a large bank 
or trust company. The bonds are 
legal for trust funds by actual court 
ruling. Executors, attorneys and 
endowed institutions favor them; 
so do wise individual investors. 
Write today for circulars of new 
issues. 


Empire 
BONDS 


Empire Bond & Mortgage Corporation 
535 Fifth New York, N. Y. 


Avenue, 


U. S. HEADQUARTERS 
imported Arms, Ammunition & Parts 
-Luger-Merkel Bros. -Mannlicher, - Webley - Scott, etc. 
Full line American Arms & Ammunition 
Restocked to Col. Whelen’s Revised Specifications 
stock in America of fine new Rifles, Trap, Field Guns, 
sae », Air Rifles & Pistols. * Telescopes mounted. * Expert 
Repairing. * Send 25c in stamps for 128 page Arms Catalog. 
A. F.STOEGER. Inc. NEW YORK.N.Y. 
509 Fifth Avenue (at 42nd St.) 


aTEEL STRONG TOOLS 
BETTER C coun’ TELLERS 


Catalogue printed in 6 
colors describes these 
and other handy tools 
for the coin teller, and 
lists 400 dealers ready 


to serve you. 


Wit 


Write for Catalo 


Cat and List 
The C. L. Downey Co., Cincinnati, Ohio 
941-943-045-047 Clark Street 


Hold-up Men Don’t Gamble 
With Life as the Banks Do 


EEN robbers know which alarm system 
can beat them. That is why they avoid 
banks equipped with Padua Hold-Up Alarm. 
Can be installed with your present equip- 
ment, 


Lift of foot sets off alarm No false alarm via the mop 


PADUA Hold-Up Alarm Corporation 
60 Seneca Street Cohoes, N. Y. 


FOR SALE 


One No. 75 Cummins 
purchased July, 1929. In first class 
condition. Original cost $475.00. 
Address Box G, c/o A. B. A. Journal. 


perforator 


| severe decline 


the price level, several writers have ex- 
pressed the opinion that those rates re- 
flected a world scarcity of gold, and 
represented the primary cause of the 
in prices. As_ stated 
earlier, however, this point of view can- 
not really be substantiated. It is difli- 
cult to see not only how those rates 
could have been mainly responsible for 
that drop in prices, but also how they 
could be interpreted as the result of a 
world scarcity of gold. The high rates 
came into being because of the orgy of 


| speculation in the United States, and 


the efforts of the Federal Reserve Sys- 
tem to deal with it. 
The system did not raise its discount 


| rates on account of inadequate gold re- 
| serves. On the contrary, its reserve ratio 
| remained throughout very considerably 
| above the legal minimum, and gold was 
| even attracted to the United States from 
| Great Britain by the high rates. 


This 
movement of gold from Great Britain 


| to the United States, and also to France, 
| ultimately forced the Bank of England 


to raise its rate of discount twice in 
defence of its gold reserve, but not be- 
cause its reserve was originally inade- 
quate for its needs, or because the re- 
serves of the United States and France 
were insufficient for their requirements 
and needed replenishment from some 
outside source. That movement of gold 
was caused by the operation of wholly 
abnormal and artificial factors of a tem- 
porary nature. 

Thus, while under the intricate eco- 
nomic organization of today it would be 
practically impossible for central banks 
to prevent changes in the price level 
being caused by maladjustment between 
supply and demand, stock exchange 
speculation, and money market con- 
ditions, they could rightfully be ex- 
pected to do everything in their power 
to minimize such changes. They could 
do this counteracting through credit 
control the periodical tendency toward 
overproduction, over-speculation and 
high money rates as far as possible and 
reducing the amplitude of cyclical fluctu- 
ations in economic activity to a mini- 
mum. 


More Harm Than Good 


O the extent, however, that a down- 
ward change in prices can be at- 
tributed to a tendency toward lower pro- 
duction costs as a result of greater 
efficiency and similar factors, as appears 


to have been the case in recent years,. 


central banks would no doubt do more 
harm than good by trying to counteract 
that downward change through an arti- 
ficial increase in the supply of credit. 
Their attempt would in any case suc- 
ceed only if they could force that ad- 
ditional volume of credit into use in- 
stead of merely letting it reduce the 
cost of credit, and then it would be 
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YEO—THE ORIGINAL ROTARY 


EN years ago only ten 
banks could offer a me- 
chanical 24 hour deposit service 


—now over 1200 banks offer 


'the use of a “Yeo Rotary” 


Night Depository to their de- 


| positors— Let us discuss this 


problem with you!! 


Bronx County Trust Co. and Branches 
New York City 


Tue Bank Vault 
INSPECTION Co. 


Samuel P. Yeo, President 


5 South 18th St., Philadelphia, Pa. 


Chicago: 6 N. Michigan Bivd. 


New York: 175 Fifth Ave. 


SALES ENGINEERS IN ALL PRINCIPAL CITIES 


Clip and Mail Coupon 


The Bank Vault Inspection Co., 
5 South 18th St., 
Philadelphia, Pa. 


We are interested. 
Please send com- 
plete information 
on Yeo Rotary 
Night Depository. 


City and State 
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Equity in Mergers 
Contemplating merger, ‘A’? Company and 
“B” Company will exchange shares on the 
basis of prior earnings. But “‘A”” Company 
has been conservative, writing off heavy 
depreciation, expensing all property expen- 


ditures under $200. 


*“B’? Company has 


let business conditions control property 
accounting. Equity in such a case can be 
assured with an American Appraisal analy- 
sis of property expenditures and deprecia- 
tion for both companies. 


THE 


AMERIGAN APPRAISAL 


GOMPANY 


New York + 


Chicago 


Milwaukee 


and Principal Cities 
AN INTERNATIONAL ORGANIZATION 


DO YOU GAMBLE 
On A Building Loan 


lr your institution invests 
in large building projects, our 


booklet, “The Last 80%,” 
should be in your files. Have 
your secretary write for it 
today. 


The Journal and Your Employees 


With lower operating costs so vital a banking need, 
it is of the "arse it importance that your employees have 
some means of learning of the best methods and ideas 
of other banks throughout the country. The JOURNAL, 
through its hundred or more articles on better bank 
management every year, affords exceptional means for 
placing the needed facts before them. Let us tell 

you of the Group-subscription plan which assures the 
full, prompt use of new ideas in your institution. 


Or do you insist on a 
thorough Survey and Anal- 
ysis by a qualified organiza- 
tion of management experts, 
whose reports will give com- 
plete scientific data on the 
income possibilities of the 
proposed enterprise? 


>  ® 


CARLTON SCHULTZ, INC. 


Building Consultants and 
Management Engineers 


Executive Offices: 
Schofield Bldg., Cleveland, Ohio 


Group Banking and Your Directors 


Every one of your directors is interested, both for 
himself and his bank, in the group banking movement 
and legislative proposals concerning branch banking. 
The JourNAL thoroughly covers all the new develop- 
ments in this, as in every other branch of banking. 
If your directors are not already being supplied with 
the JouRNAL, let us tell you—-now—about our Group- 
subscription plan. 


tantamount to inflation and all its at- 
tendant evils. If in 1928 and 1929 the 
Federal Reserve System had deliberately 
carried out a policy of increasing and 
still further increasing the supply of 
credit with a view to checking the down- 
ward trend of commodity prices, the cur- 
rent depression in the United States 
States would most likely have been more 
acute. As a matter of fact, it seems as 
if even in the absence of such a policy, 
there was too much credit available at 
that time, and as if the prices of sev- 
eral commodities were already too high 
under the circumstances, requiring a re- 
duction rather than an artificial bolster- 
ing up. 

It must be said here, however, that the 
above-mentioned comments regarding an 
artificial increase in the supply of credit, 
even in a time of credit expansion and 
growing prosperity as in 1928-29, do not 
apply to the maintenance by central 
banks of abundant credit and cheap 
money conditions in a time of deflation, 
liquidation and depression as during the 
past nine months. If a central bank 
neutralizes the effects of gold exports 
by the purchase of government securi- 
ties in the open market, as was done by 
the Federal Reserwe System in recent 
months, it may be regarded from one 
point of view as an artificial increase in 
credit and as inflation of a kind, but 
even granting this, it would only be 
tantamount to inflation by the central 
banks with a view to offsetting deflation 
and liquidation by the commercial 
banks, merchants and manufacturers. 
The policy would be, of course, to avoid 
the extremes of a depression phase and 
“iron out” the business cycle as far as 
possible. It is beneficial from the point 
of view of accelerating business recovery 
without being dangerous, provided it is 
not carried too far or maintained for 
too long a period. 


Condition of Business 
(Continued from page 556) 


ment among American and foreign cop- 
per producers in the other. 


Foreign Exchange and Gold 


ESPITE the low money rates pre- 

vailing in American markets, there 
have been additional shipments of gold 
here in an effort to hold up foreign ex- 
change rates in a number of other coun- 
tries. Political upheavals that came on 
the top of economic disturbances in some 
South American countries naturally de- 
pressed their currencies to new low lev- 
els. The Peruvian sol, nominally stabi- 
lized at 40 cents last spring, broke down 
to 285 cents. The parity of the Argen- 
tine paper peso is 42.45 cents, but last 
month it was quoted as low as 33 cents, 


| bringing down in sympathy the Uru- 
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guayan peso to a new low level of 77 
cents..In Brazil, the Bank of Brazil has 
been given entire control over foreign 
exchange. As the ordinary banking ac- 
tivity has been suspended until the end 
of November, the quotation of milreis 
remains only nominal; early in October 
it was down to 9.85 cents, but recently it 
has steadied at 10.75 cents. The milreis 
was stabilized in 1928 at 11.96 cents. 

In support of weak currencies more 
gold was shipped from South America 
in October. One shipment of $15,000,- 
000 was made from Brazil to New York 
and one of $7,500,000 to London. Ar- 
gentina shipped $5,000,000 to New York, 
the first shipment since the Conversion 
Office was closed and the gold standard 
abandoned. This shipment, however, 
does not mean a return to the gold stand- 
ard, for the Conversion Office is expected 
to remain closed for some time. 

The United States also received dur- 
ing the month $8,750,000 from Japan 
and more is on its way to San Francisco. 
This may be the last shipment for the 
time being, for yen quotations have been 
steadily rising and lately were only 5 
points below the par of 49.85 cents. 
Since January 11 when the gold em- 
bargo was lifted, Japan has sent about 
$133,000,000 to this country. 

Canadian exchange has been ‘selling 
at a premium uninterruptedly since the 
beginning of July, and during the last 
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few days the premium was as high as 
9/64, or close to the gold export point. 
Announcement of another shipment of 
$4,000,000 was not unexpected, and since 
the movement of gold started in July 
we have lost to Canada approximately 
$26,000,000. 

Financial disturbances in - Germany 
brought about by the nationalistic vic- 
tory in the last Reichstag elections re- 
sulted in the withdrawal of foreign cred- 
its and remittance of large German bal- 
ances abroad for safekeeping. This 
weakened the Reichsmark and caused a 
stiffening of funds at home, and the 
Reichsbank was forced to raise its re- 
discount rate from 4 to 5 per cent on 
October 9. The losses to the Reichsbank 
in supporting the mark from September 
14 to October 22 aggregated about 700,- 
000,000 marks’ worth of gold and foreign 
exchange. Most of this gold followed 
the flight of movable capital to Holland 
and Switzerland. The Bank of France 
was also a large recipient, much against 
its will. 

In addition to getting gold from Ger- 
many, France continued to be in the 
market for new gold in London. The in- 
flow of gold was therefore heavy, aggre- 
gating more than 3,000,000,000 francs 
since the middle of September. The 50,- 
000,000,000 francs figure (about $2,070,- 
000,000) in French gold holdings was 
thus reached earlier than was expected. 
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ca positors everywhere 
appreciate the added 
the Hercules Certifier 
Brds .. every check that bears 

is machine's distinctive impres- 
sion builds good will forthe bank 


that issued it. 


The Hercules Certifier is the only 
machine that prints the amount, 
the date, the serial number, the 
entire certification record, on 
both the front and back of the 
check. . . driving two different 
colors of indelible ink clear 
through the fibre of the check 
from both sides simultaneously. 


There is no other machine that 
offers such security from fraud... 
no better means by which to 
prove your eagerness to render 
an extra service to your depositors. 


Ask for a demonstration. It will 
not obligate you in any way. 
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WHAT DO YOU THINK? 


«@ Being a more or less personal talk between the Epitor and the READER @* 


Service Charge Inadequate 
ERE is a banker who finds the ser- 


vice charge of fifty cents a month © 


inadequate. He says: 


“The small town customers are not so readily 
adapted to charges on their accounts for the 
necessary expenses attached thereto. At pres- 
ent we have a flat charge of fifty cents per 
month for accounts that do not average fifty 
dollars a day balance. This is inadequate, it 
does not find the hidden losses that most 
bankers dislike to face with a remedy.” 


Bank Management 
Conferences 


NTEREST in bank management con- 
ferences is unabated. The Oregon 
Bankers Association has been holding a 
series of conferences with gratifying re- 
sults, as is suggested by the following 
quotation from a letter from T. P. Cra- 
mer, Jr., Secretary of the Association: 
“At The Dalles we drew from seven 
counties in Oregon and two in Washing- 
ton, with only two banks not repre- 
sented. At Pendleton we drew from two 
counties in Oregon and one in Washing- 
ton, with only one bank not represented. 
At La Grande we drew from three coun- 
ties, with two not represented, one of 
which is located at such a distance that 
it was almost impossible to come. At 
Ontario we drew from two counties in 
Oregon and all of southwest Idaho. Leon 
M. Brown of Burns drove 210 miles to 
reach Ontario, and banks in Donnelly and 
New Meadows, Idaho, 150 miles in the 
opposite direction, were also repre- 
sented.” 


Small Loan Information 


OWARD WRIGHT HAINES, vice- 
president of the First State Bank, 
Kansas City, Kansas, and author of the 
article on “The Cost of Small Loans” in 
this JOURNAL, writes us that he would 
be glad, on request, to supply anyone 
with sample forms now in use by various 
banks which operate small loan depart- 
ments. He believes that these would 
contain helpful suggestions for any bank 
desiring to inaugurate such a depart- 
ment. 


History Repeating Itself 


F we turn back to the literature 

of any national campaign in 
which our financial system was at 
issue we find that many arguments 
advanced are astonishingly absurd. 
Notwithstanding their absurdity 
they moved many voters and gath- 
ered up many who blindly followed. 

But all of the hysteria does not 
belong to the past. There are some 
surprising arguments being ad- 
vanced even now. One of the lat- 


est to appear in print is that money 
used in “paying off on past debts 
isn’t doing anybody any good.” 


Learn from Adversity 


N a letter to the JOURNAL, Walter. 


Scott Bigelow, vice-president of the 
Trust Company of Florida, Miami, says 
that his community shows indications of 
having learned from adversity. “There 
has been developed, slowly but surely,” 
he writes, “more and more of the spirit 
of courtesy, humility and service, as 
compared with false pride, conceit and 
cocksureness which was born and bred 
by speculative boom time conditions. 
We are sure that our friends in the 
north will be glad to know of this 
reformation and what might be called a 
‘restoration of spiritual values in our 
business life.’ ” 


Grocery Business Evils 


M. McCORMICK, president of 


W. McCormick & Co. of Baltimore, 
writes as follows concerning grocery 
loans: 


“Allow me to call your attention to an evil 
which has been creeping into the grocery busi- 
ness, wholesale and retail, and which is bound 
to lead to trouble eventually. 

“Having the largest spice business in this 
country, we sell, of course, to the wholesale 
grocers, retail grocers, chain stores, etc., and 
through my banking connections—eight years 
as president of The Baltimore Commercial Bank 
and now a director of the First National Bank 
—I have had an opportunity to study the busi- 
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ness from a credit standpoint. I was inter- 
ested in the number of failures, especially 
among the wholesale and retail grocers, and 
find that one of the greatest leaks is due to 
private labels. 

“Would it not be well to look into the matter 
some time and write an article cautioning the 
smaller banks against the pitfalls they are 
bound to meet? 

“Recently there was a bank that gave a 
wholesale grocer a line of credit of $150,000, 
Later the bank called the loan fearing a loss, 
when it found that one-third of the grocer's 
stock was private labels or unknown brands 
and that the retailers to whom they have been 
selling them were dissatisfied because the 
goods did not turn over or please the custom- 
ers, which is always the case sooner or later 
with the exception of a few lines that are 
adapted to private label packing. The grocer 
then got $100,000 from another bank and to- 
day that bank is sick of the account. 

“The wholesale grocery business should be, 
and even today is one of the best and most 
stable lines in the country, provided the mer- 
chant does a_ strictly legitimate wholesale 
grocery business and buys only goods which 
are known and are salable, so that in case of 
accident to himself, fire, or similar catastrophe, 
the stock will bring dollar for dollar. Private 
labels, after standing on the merchant's shelves 
for a little while are not worth 20 cents on the 
dollar, whereas if he had stocked Cream of 
Wheat, Quaker Oats, Bee Brand Spices, Ban- 
quet Tea, etc., they would be worth 100 cents, 

“Many of the grocers do not realize the pit- 
falls in the business. They believe in insurance 
and yet turn around and deal in merchandise 
on which a bank has no right to lend money. 
They carry it as merchandise at full value 
when it is not worth 3344 per cent on the 
dollar.” 


No Stagnation in Trust 
Business 


66 HERE is no stagnation in the 

trust business. We continue to 
grow in efficiency as our business stead- 
ily increases in volume. And we can con- 
scientiously hold out to the testator the 
assurance that our services to his bene- 
ficiaries will be in keeping with future 
conditions, whatever they may be,” says 
Francis H. Sisson. 

“Above all, this trend toward standard- 
ization means the assurance of a uni- 
form efficiency of service by the corporaie 
trustee, be it large or small or be it 
located in a metropolis or a town of 
modest size. It means that the trust 
business realizes its tremendous respon- 
sibilities. 

“This is the justification of public con- 
fidence in corporate trust service. It is 
not enough that the resources of the 
trust company or bank stand behind each . 
trust as a bulwark of safety. The op- 
erating efficiency of. the institution is 
the basis of its permanency. Always 
the corporate trustee must build for tie 
future,” 
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A bond is merely a loan which fluctuates con- 


stantly in value. There never has been a bond 


issue stable enough to purchase and forget. 
Although 1930 has seen “the best bond market 


since 1927,” it has also seen the lowest bond prices 


in ten years for a long, 


N O mM d Q C Nn long list of issues. A good 


bond market is not a guar- 
the WO rd Bond antee that all bonds will 
appreciate — or even that 
losses will not be suffered in individual issues. 
>> Hundreds of bankers, using Moody’s Super- 
visory Service to supplement their own good 
judgment, have consistently succeeded in keep- 
ing the market value of their bond investments 
above cost. They do it without sacrificing yield 
and marketability. And that is a matter of 
provable fact, which you can check! 
Cost? Fees are based on the work involved 


rather than the value of funds invested. And 


torte MOODY'S 
ultimate cost is nil be- INVESTORS SERVICE 


cause of the losses elim- 
. 65 Broadway, New York City 
inated ...the better re- 


sults obtained. May we explain the application 
of Moody’s Supervisory Service in your bank? 
And give you an estimate of cost after we have 
analyzed your problem? Kindly address our 


principal office. 


Vault walls are but PARI-IIME protection 


The minute the door swings open, 
and as long as it stays open, your 
vault is not a vault at all but sim- 
ply another room. All the protection 
of steel and masonry is removed. 
Only the protection of your parti- 
cular system of vault admission 
remains. And if that system depends 
for its security on the mere presen- 
tation of a key and box number or 
on the vault attendant’s memory of 
faces, your bank is running a daily 
risk of a serious and embarrassing 
loss. A loss that progressive banks 
have made impossible thru the pro- 
tection of Kardex records. 


Kardex provides the signature of 
every visitor showing the time and 
date of his calls plus a check of that 
signature with the box number in 
two files for quick and convenient 
reference. It combines all records 
including the bank-customer agree- 
ment for the use of the box and a 
follow-up system for box rent collec- 


tion. It assures protection for both 
bank and customer ... evidence that 
will stand in a court of law. 


A Remington Rand representative 
will gladly bring to your desk ample 
proof of the protection Kardex has 
rendered other vaults and the secur- 
ity it can bring to yours. Call him 
in today. 


Bank Systems Division 


Remington 


BUSINESS 


SERVICE 


BUFFALO, NEW YORK 


| Vin Aa 
| i i A 
| 
, \ Pi. 
~_ 


